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. Greater Atlantic Bank
v - o v 7 Established 1866 -
. C -~ .. . Mission Statement ~ -

\ - . . . Y

"~ Greater Atlantnc Bank is a stmng local commumty bank cmbarkmg on nts second century of
I service to the public. With a remarkable vision for the future and a keen understanding and B
appreciation of the past, Greater Atlantic possesses.a dynamic strategy for serving customers and
competing successfulﬂy in today’s busmess cnvnronmem § .
The hallmark of our business phnﬂosophy is what we refer to as our prmcupﬂes of rrecogmtnon and
) &hey serve us effectively every day They are as f@Hows - ‘

+
;

" Recognize the need 10 serve our customers ina fnendﬂy, coumeous and pmfessnona! manner

® Rccogmze our civic rcsponsnbnhty by pamcnpatmg m and suppomng programs that enhance

the quality of lif¢’ in the communities we serve .
\

Fd - . < -
~

o Recognize our obligation to our employees to provide a pﬁeasam and efficient environment in -
) whnch to work and thereby enhance fthenr effoms on behalf of our customers .

o ~o—

® Recogmzc the need to constantly evaluate and improve the prbducmsvand services we provide . . .
. B S~ . . e .- !

- . e Recognize the intrinsic values of having our branch offices take on the personalities of the
neighborhoods they serve rather-than having a corporate and impersonal presence . . .
5 > } o dlad S

o Recognize cur commitment to peak financial performance . . . /
/ . : )

-~ B " . ~ [N

o Andfinally, - SRR s

T - ' ' N
e Recognize all of our customers.
Lo LT
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- FINANCIAL HIGHLIGHTS

(Dollars in thousands, except per share data)

3

At or for fiscal year ended September 30,

2002

2001

;. (dollars in thousands)

| Net interest income -
Net income (loss)
/ Per‘con\zmon Share
Net earnings (loss) - : | ~
Book value at year end ‘
At September 30 - A
Toial Assets
Loans récei\{able, net - | /
Deposits - ' -
Stockholders’ equity
Non-ﬁerforming assets
Financial Ratios \
Return on average assets
Retum\on ayeragé equity

Net interest margin

$8,047
930

)
R

$0.31

. 6T

/

- $502,678
248,081
281,877

A\ 7

20403, -

454

“1.85

021%
436

$6.376
(522)

$(0.17)
7.04

$370,604

- 164,603

229,982
21,180
506

(0.15)%
(2.48)
1.94
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- Message to shareholders

Despite the economic uncertainties of the past year, Greater Atlantic experienced its best year yet from a
variety ‘of perspectives. Earnings have been consistently positive. Core deposit growth has been very.
high. Loan growth has been strong in a variety of categories, including business lending and commercial
real estate lending. Loan quality has remained good, despite the charge-off resulting from one large loan.
Our capital ratios continue to place us in the category of a well-capitalized institution.

Total assets for ‘the,company" increased to $503 million at year-end 2002 from $371 million at the end of
the prior year, a 36% increase. Total loans increased from $165 million at year-end 2001 to $248 million
at year-end 2002, a 50% increase. 'During the same period, total deposits grew from $230 million to $282
million, a 23% i increase and borrowmgs increased to $188 million at year-end from $118 million the pnor
year, a 59% i mcrease )

Greater Atlantic’s eamings would have been much higher this year had it niot been for the large swap and
cap hedges the bank has consistently maintained to protect against increases in interest rates, which have
not yet come. Nevertheless, come they w111 and when that happens we want the bank’s earnings to be
insulated from the upsurge in rates. We feel that this is the right strategy for the bank: rather than betting
on the uncertainties of interest rate movements, we intend to focus our management’s efforts and use our
equity capital where we have real coinparativ‘e advantage, which is in building customer relationships that
support stable, long term loan growth and deposit growth. That strategy is not rocket science, it is old-
fashioned banking, and we think it is also a profitable strategy for our stockholders and customers alike.

Fees from Greater Atlantic Mortgage Corporation (GAMC), the Bank’s niongage-banking subsidiary,
have hit a record this year, owing to the high rate of refinancing that has accompanied the extremely low
interest rates on residential mortgages. Loans originated and sold by GAMC increased significantly
during the year producing a 95% increase in gain on sale of loans, from $4.3 million in fiscal 2001 to $8.4
million in fiscal 2002. But we do not expect those high fees to continue indefinitely at GAMC, and we are
pursuing innovative products and strategies that will insulate our fee income from the prospective rise in
mortgage rates. _ .
: ;.

During fiscal 2002 we were able to introduce additional services for our customers, including check
imaging. This will allow our customers to organize and enhance their financial records. In order to help
our commercial customers manage their business resources more effectively, we implemented a
sophisticated internet cash management system and intend to include ACH origination capabilities by
June, 2003.




e

]Last year we asked our shareholders to increase our capital to ﬁnance contmumg growth in deposits and
loans, and were pleased with the reaction that our convertible trust preferred rights. offering received. - _
Those proceeds have made possible the growth that will continue to boost our interest rate margins and
reduce our expenses relative to assets, thus delivering the earnings that justify such an investment. We are
pleased that our stock price has remamed stable, despite the general weakness in the market and that our
shareholders thus far have fared well from partrcrpatmg in last year’s offering. . -
There are many challenges still ahead for Greater Atlantic. We can dssure you that the board and

/" management of the Bank look forward to ‘meeting them, and continuing to do our utmost to create value
for our stockholders and customers. - a o ‘

On behalf of all of those who’ make up the Greater Atlantic team, .our employees, shareholders, and
customers, we express our thanks as we pledge our best efforts in the 'year ahead.” /

P e

Charles W. Czriomhis
~Chairman of the Board

Carroll E. Amos
President and. ‘ /
Chief Executive Ofﬁcer




Greater Atlantic Financial Corp. and Subsidiaries
S]E]LPECTED CONSOLIDATED HNANCEAL AND CTHER DATA

You should read the following Selected Consolidated Financial Data in conjunctlon with our Consolidated

Financial Statéments and the notes thereto, the information contained in "Management’s Discussion and Analysis of

Financial Condition and Results of Operations" ‘and other ﬁnanmal information included elsewhere in this Annua]
Report. e NN .
At or For the Years Ended September 30, , | . / 2662 2001
- \ . : o (dollars in thousands)
Consclidated Statements of @pem&mns Dam ) ' oL , ,
TIEETESE ANCOME ..ot ees s sensese e eesesessseseasEeeeres e erees e es s e e eneeeen $21,782 $23,623
Interest EXPENSE .ervvernirinieieent e e e SSUTUUTR e et terr et e et . 13,735 17,247
INEt INLETESt INCOME ..vv.veeoesoeseeeoeessesseeses oo enee e s, et 8,047 6,376
Provision for loan losses........................:...4.....‘: .................................... o, 968 55
Net interest income after prov151on for loan losses ..................... e 7,079 6,321
Noninterest income........... et ereea e eer et e e ———e et e aaaeaee e retrereaaaas ........... 9,690 5,707
Noninterest expense............ et S et R 15,839 12,550
Net incomme (105S) ...ccvvrern O, 3 930 5 (522
Per Share Data: ; ~ ,
Net income:
BaSIC....vvversuspnrrrssimmsnnsnn il e e $0.31 $(0.17)
Dx]uted> ........................................................... $0.31 $(0.17)
Book value............ et e st e enae ' .’..:.I‘;.' .......... TSI SRR 6.77 7.04
Tangible book value................civerrrrrvene TS — SR SRR 7.09 6.80
Weighted average shares outstanding: o N ) ) . ' ) :
BasiC.....ccoovnnne eeeeese e oressenr et st Rr e Aot et as et e Rr R et et seen s spred e 3,010,420 3,007,434
Diluted....ccoovvvrerernes s s 3,718,194 3,007,434
Consolidated Statements of Financial Comdntwn Data: ’
Total assets ................ OSSOSO OO TO O TS S $502,678 $370,604
Total loans receivable, Net.........cocoviiii i 248,081 . 164,603
Allowance for loan losses.............. s SRR e 1,699 810
Mortgage-loans held for sale..........c..ocoo.nvvrrennn.. E feereeeeseeneeens 14,553 14,683
Investment SECUrities (1) ..Zev..v.vvvvevvvverrrenssrsrnennnnnnnns TR Lol 157,247 131,302
Mortgage backed securities....... .................... e eetreeeiatte et e e eeeatraetentaeenedanreees 52,112 39,115
Total dePOSitS........ovvrverererreenen, et ST N 281,877 229,982
FHLB 2QVANCES.....ooooccfnvrnsonrnssniess s RSSO +96,500 74,500
Other BOrrowings.......covevevceeerennenene s ettt et e NOURURN . 91,011 43,323
Guaranteed convertible preferred securities of subsxd1ary trUSt.ecieiin Dovevneanne 9,346 -
" Total stockholders’ equity .......... SO ieaaresans Covrrrerinsaanns 20,403 21,180
Tangible capital ..........cc.......... e, b e e 21366 20,365
Ie / v - _ -

S
P



Greater Atlantic Financial Corp and Subsidiaries
~ SELECTED CONSOLIDATED FI[NAN CIAL AND @'H‘HER DATA - (c@m&mued}

2001

At or For the Years Ended Septemben‘ 30, ) " 2002 |

(dollars in thousands)

‘Average Consolidated Statements of anamua}] Condition Data

TTOtAl ASSEES vvverriiirieeeeiess ittt e ittt FOToN i $449,941
Investment securities(1).............. eret et fereeeser e oot een e L . 155,350 |
Mortgage-backed securmes(l) .......... e e eren e SO 36,320
Total 10anS....cccerverrernnnnces et s eees st et easser e et eene st 239,342
Allowance for 10an 10SSES......ivveiviiiiciieeiirieree et e e e, - (1,148)
TOtal AEPOSILS ..cvovoveverreiveseiseeee e S enee e eseae s e, . 243,120
Total stockholders’ equity......... s B 21,308
Performance Ratios Qe ' ‘ Y -
Return on average assets.............. TP ............. 0.21%
‘Return on aAVerage equity .....ccceevvervvenenne, v, deereeeenins IR - 4.36
EQUItY £0 ASSELS ...v.veyervreereeereeerenseereenseneesona: rvereeres e, S 4.74
Net interest margin.............. s e » 1.85
Efficiency ratio(3) .................... e S . 78930
‘ , : v /
Asset Quality Data:
Non-performing assets to total assets, at period end ................ AR o 0.09
Non—perforrriing loans to total loans, at period end.........c.ccorvrvirerrrenne. . ‘ 0.18
Net charge-offs to average total loans........... e . 0.03
- Allowance for loan losses to: ......... e ee e e s et \
TOtal 10ANS...c.vveveeeeeees e e et e, ) 0.66%
Non-performing loans................... R et e 374.23
{ Non-performing loans............ e R ST SOV R VROV UROTTPPRRON . %454
Non-performing assets......... e SO © 454
Allowance for loan losses................ e e ST e , 1,699
Capital Ratios of the Bank: . o ;
' Leverage ratio..................... S e s O 5T1%
Tier 1 risk-based capital ratio......... s s 1276
Total risk-based capital ratio......5.....ccccoiiu e s eree e e 13.52

(1) Consists of securities classified as available-for- sale, held- -to-maturity and for trading.
(2) Ratios are presented on an annualized basis where appropriate. -

(3) Efﬁc1ency ratio consists of noninterest expense divided by net interest income and noninterest income.

. tA
s
.
N
/
N —
\ 6 ~
~
s -

. 10.94

$343,226
118,320
46,225
164,790
- (800)
207,657
21,045,

(0.15)%
(2.48)
6.13
1.94
103.86

0.14
0.29 -
0.07

0.46%
160.08
$506 -
506
810

5.51%

11.36




‘Management’s Discussion and Analysis

Forward-Looking Statements / - ,

When used in this Annual Report and in future ﬁlmgs by the company with the Securities and Exchange
Commission (the “SEC”), in the company’ s press releases or other public or shareholder communications, and in
- oral statements made with the approval of an authorized executive officer, the words or phrases “will likely result,
“are expected to,” “will continue,” “is anticipated,” “estimate,” “project” or similar expressions are intended to ,
identify “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Such statements are subject to certain risks and uncertainties, including, among other things, changes in economic
conditions in the company’s market area;.changes in policies by regulatory agencies, fluctuations in interest rates,
demand for loans in the company’s market area and competition, that could cause actual results to differ materially
from historical earnings and those presently ant1c1pated or projected. The company wishes to advise readers that the
factors listed above could affect the company’s financial performance and could cause the company’s actual results-
for future periods to differ materially from any opinions or statements expressed with respect to future periods in
any current statements ’ . R

(1)

LN Y3 " &g,

The company does not undertake and spec1ﬁca11y declmes any obligation to publicly release the result of
any revisions which may be made to anyvforward -looking statements to reflect events or circumstances after the date
of such statements or to reflect the occurrence of anticipated or unanticipated events.

General . ' N

The profitability of the company, and more specifically, the profitability of its primary subsidiary, the bank,
depends primarily on its net interest income. Net interest income is the difference between the interest income it
earns on its loans and investment portfolio, and the interest it pays on interest- bearmg liabilities, which consists
mainly of interest paid on deposits and borrowmgs ‘

Chur profitability is also affected by the level of its non-interest income and opera/ting/expenses. Non-
interest income consists primarily of gains on sales of loans and available-for-sale investments, service charge fees
and commissions earned by non-bank subsidiaries. Operating expenses consist primarily of salaries and employee
benefits, occupancy-related expenses, equipment and technology- related expenses and other general operatmg
expenses. , N

\

The operations of the bank, and bankmg institutions in general, are significantly influenced by general
economic conditions and related monetary and fiscal policies of regulatory agencies. Deposit flows and the cost of
deposits and borrowings are influenced by interest rates on competing investments and general market rates of
interest. Lending activities are affécted by the.demand for financing real estate and other types of loans, which in
- turn are affected by the interest rates at which such fmancmg may be offered and other factors affectmg loan
demand and the avallabxhty of funds.

Critical Accounting Policies, Estimates and Judgememts

- The company’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these f1nan01a1 statements requires management to make estimates |
and judgments that affect the reported amounts of assets, 11ab111t1es revenue and expenses as well as the disclosure
of contingent liabilities. Management continually evaluates its estimates and judgments including those related to
the allowance for loan losses and income taxes. Management bases its estimates and judgments on historical
experience and other factors that are believed to be reasonable under the circumstances. Actual results may differ
from these estimates under different assumptions or conditions. The company believes that of its significant
accounting policies, the following may involve a higher degree of judgment or complexity.

Allowance for Loan Losses

The company maintains an allowance for loan losses based on management’s evaluation of the risks
inherent in its loan portfolio and the general economy. Management classifies loans as substandard, doubtful or loss
as required by federal regulations. Management provides a 100% reserve for all assets classified as loss. Further,
management bases its estimates of the allowance on current economic conditions, actual loss experience and
industry trends. Also, the company discontinues recognizing interest income on loans with principal and/or interest
past due 90 days ! \




Income Taxes o S ‘ \

N 1 The provision (or benefit) for income taxes ;. based on taxable income, tax credits and available net operating
losses. The company records deferred tax assets and liabilities using enacted tax rates for the effect of temporary .
differences between,the book and tax bases of assets and habﬂmes If enacted tax rates changed, the company would
adjust the deferred tax assets and liabilities, through the provision for income taxes in the period of change, to reflect
the enacted tax rate expected to be in effect when the deferred tax items reverse. The comparny records a valuation
allowance on deferred tax assets to reflect the expected future tax benefits expected to be realized. In determining the
appropriate valuatlon allowance, the company. considers the expected level of future taxable income and available tax
planning strategies. At September 30, 2002, the company had deferred tax assets of $1 5 million, which included a

_ *, valuation allowance of $3.7 million. Cos . ) -
.+ 2002 Compared to 2001 \ ‘
y Net Income. For the fiscal year ended September 30, 2002 the company had net earnings of $930 000 or

$0.31 per share compared to a loss of $522,000 or $0.17 per share for fiscal year 2001: The $1.5 million increase in
net earningg over the prior year was primarily due to increases in net interest income and noninterest income which

“exceeded increases in the provision for loan losses and in noninterest expense. The increase in net'interest income
was influenced by the use of the net proceeds from the recently completed Trust Preferred Securltles offering and a
favorable interest rate environment which allowed the bank’s mortgage banking subsidiary to increase its ongmatlon
and sales volumes over the prior fiscal year.

Net Interest lncome An xmportant source of our earnings is net interest income, which is the difference
y ' between income earned on interest- -earning assets, such as-loans, investment securities and mortgage-backed
securities, and interest paid on interest- bearmg liabilities such as deposits and borrowings. The level of net interest
income is determined primarily by the relative average balances of interest-earning assets and interest- -bearing
liabilities in combination with the yields earned and rates paid upon them. The correlation between the repricing of
interest rates on assets and on liabilities also influences net interest mcome

) . The fo]]owmg table presents a companson of the components of interest income and expense and net

interest income. . ] Y )
_ S - _Years ended September 3¢, . Differemnce
;s o E 2002 - 2001 Amount %
‘ - ' (dollars in thousands) B
Interest i income: . ‘ N '
, Loans : ' -~ $ 14,035 ©$12,658 $1,381 - " 1091%
p : Investments B . . 1,743 - 10,965 (3,222) (29.38)
: Total ‘ 21,782 . 23,623 (1,841) 779
Interest expense: RN o ,
‘Deposits = - 8,308 11,629 (3,321) (28.56)
~ Borrowings “ 5427 0 . . 5618 A9 (3.40)
Total o 13,735 17,247 (3,512) (20.36)°

Net interest income ‘ $ 8,047 - $ 6‘;376 T $1,671 26.21%

Our growth in net interest income for fiscal year 2002 was due primarily to a decline in the cost of our interest-

“bearing liabilities.. Average interest-earning assets increased $104.7 million or 31. 78% over fiscal year 2001 but was
offset by a nine basis Jpoint decrease in net interest margm (net interest income divided by average interest-earning
assets). The decrease in net interest margin resulted from a charge of $681,000 representing payments made on
certain interest rate swap and cap ageements that took effect during fiscal year 2002 and payment of $341,000 in
interest on the company’s trust preferred securities without similar charges having been made in the prior year
period. That decrease was offset by increases in average interest earning assets exceeding increases in average

* interest bearing liabilities by $5. 4 million and was offset by the yields earned on interest earning assets declining’
four basxs points less than-the rates pald for interest bearmg liabilities.




. I - (-

\
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Interest Income. Interest incomme lfor the fiscal year ended September 30, 2002 decreased $1.8 million from
fiscal year 2001, primarily as a result of a decredse in the average yields earned on loans and investment securities.
The decrease in interest income from thé loan and investment portfolios for fiscal year 2002 compared to, interest
‘income earned for fiscal 2001 resulted from a decrease of 215 basis points in the average yield earned on interest
earning asséts. That decrease was partially offset by an increase of $104.7 mllhon in the average outstanding
_balances of loans and investment securities outstanding. ‘ )

_ Interest Expense The $3 5 million decrease in interest’ eXpense on deposits ‘and borrowed funds for fiscal year 4
* 2002 compared to fiscal year 2001 was prmc1pa11y the result of a 219 basis point decrease in the cost of funds on
average deposits and borrowed funds. That decrease was offset by an increase of $99.3 million in average deposits ‘
and borrowed funds. The decrease in interest expense on deposits was prlmarlly due to a 218 basis point decrease i in
rates paid on average certificates of déposit, savings and NOW and money market accounts. That decrease was
offset by an increase of 17.08% or $35.5 million of certificates, savings and NOW and money market accounts,
from $207.7-million for flscal 2001 to $243 1 mJIhon for fiscal 2002. -

\ e i R




Comparative Average Balances and Interest Income Analysis. The following table presents the total dollar -~
amount of intérest income from average interest-earning assets and the resultant yields, as well as the interest expense
on average interest-bearing liabilities, expressed both in dollars and annualized rates. No tax-equivalent adjustments

" were made and all average balances are average daily balances. Non-accruing loans have been included in the tables
as loans carrymg a zero yield. .

~

For the Years Ended September 36, »

N
& /< 2002 - 2001
. ‘ Interest Interest Average
Average Income/  Average Average Income/ Yield/
.~ . Balance Expense . Yield/ Rate . Balance  Expense Rate
Assets: . (dollars in thouSands) :
Interest-earning assets: . ' v ,
Real estate loans $165,933 - $ 10,217 6:16% $124,646 - $ 9,208 7.46%
Consumer loans 49,861 2,305 4.62 29,106} 2,287 \ -7.86 TN
Commercial busidess‘loans . 23,548 1,517 6.44 11,038 1,073 9.72
* “Total loans 7 7239,342 14,039 5.87 164,790 . 12,658 7.68
Investment securities 155,350 5,796 373 118,320 7,897 6.67
Mortgage-backed securities 39,320, 1,947 4.95 46,225 3,068 6.64
Total interest-earning assets 434,012 21,782 5.02 329,335 23,623 7.17 :
Non-earning assets 15,929 S 13,891 '
Total assets $449,941 _ $343.226
Liabilities and Stockholders’ (
Equitys ' .
Interest-bearing liabilities: ) g KR
" ~Savings accounts $ 5,852 118. 202 - $ 4,08 136 3.33
Now and money market accounts 73,505 ,1,621 . 221 7 59,783 2,744 4.49
Certificates of dep051t ‘ - 163,763 6,569 4.01 143,785 8,749 6.08
Total deposits 243,120 . 8,308 342 , 207,657 11,629 5.60 .
.. FHLB advances - 99,269 3,074 310 60,784 " 3,396 5.59
Other borrowings ./ 68,577 2,353 3:43 43,217 2,222 5.14
Total interest-bearing liabilities 410,966 13,735 . 334 311,658 17,247 5.53
Nonintérest-bearing liabilities: ‘ -
Noninterest-bearing demand deposns 15,291° 8,767
Other liabilities. - 2,376 y 1,756
Total liabilities 428,633 - 322,181
Stockholders’ equity - 21,308 21,045
~ Total liabilities and stockholders' equity ~ $449,941 $343,226
Net interest income } ©$8047 $ 6,376 P )
Interest rate spread o 1.68% s 1.64%
Net interest margin 1.85% 1.94%
A
./ / ) .
; / ~ ( \
N . )
10 - -
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Rate/Volume Analysis. The following table/presents certain mformat10n regarding changes in interest income
and interest expense attributable to changes in interest rates and changes in volume of interest-earning assets and"
interest-bearing liabilities for the periods indicated. The change in interest attrlbutable to both rate and volume has -
been allocated to the changes in rate and volume on a pro rata basis.

Years Ended September 30, 2002 v. 2601
Change Attributable to

‘ « Volume " ‘Rate ~Total
, S (in thousands) .

Real estate loans g ' $ 3,080 $(2,161) $ 919
. Consumer loans - ; C1,631 (1,613) 18
Commercial business loans ‘ 1216 . (77 . 444
-Total loans 15,927 T (4,546) , 1,381
Investments “ S 2471 " (4,572) (2,101)
Mortgage -backed securmes ’ (458) -, (663) - (1,121
Total interest-earning assets \ $79490 °  $(9,781) $ (1,841)
Sévings accounts - : $ 359 $ N $ Ay
Now and money market accounts |, . 630 - (1,753) (1,123)
Certificates of deposit ' 1,216 (3,396) (2,180)
Total deposits - - 1,905 ~(5,226) (3,321
FHLB advances T 2,150 (2,472). (322)
Other borrowings S 1,304 (1,173) 131
Total interest-bearing liabilities o $ 5,359 $ (8,871) $(3,512)
Change in net interest income . 4 $2,581 - 3 (910) $ 1,671

‘ , o

Provision for Loan Losses. The allowance for loan losses, which is established through provisions for
losses charged to expense, is increased by recoveries on loans previously charged off and is reduced by charge-ofts
on loans. Determining the proper reserve level or allowance involves management s judgment based upon a review
of factors, including the company’s internal review process which segments the loan portfolio into groups based on
various risk factors including the types of loans and asset classifications. Each segment is then assigned a reserve
percentage based upon the perceived risk in that segment. Although management utilizes its best judgment in
providing for probable Tosses, there ¢an be no assurance that the company will not have to‘increase its provisions for
loan losses in the future as a result of an adverse market for real estate and economic conditions generally in the
company’s primary market area, future increases in non- perforrnmg assets or for other reasons which would
adversely affect the company’s results of operatxons )

Non- performlng assets were $454,000 or 0. 09% of total assets at September 30, 2002, compared to

- $506,000 at,September 30, 2001. While non-performing assets decreased a modest $52,000 from the comparable
period one year ago, the provision for-loan losses was increased $913,000 from $55,000 during fiscal 2001 to
$968,000 during fiscal 2002, as management took a more aggressive posture in assessing collectibility of a $1.9 .
million commercial business loan. Our conclusions proved well founded as the borrower declared bankruptcy on
November 1, 2002. Management expects charge-offs to increase in the future as a result of the increase in its total
loan portfolio during fiscal 2602. While we have continued our loan loss provisions in response to our continued
growth in real estate loans, we have allowed our allowance for loan losses to decline as a percentage of loans due to
the continuation of the low percentages of our charge-offs and non-performing loans.

Noninterest income. Noninterest income increased $4.9 million during fiscal 2002, over fiscal 2001,
primarily as a result of the increase in gain on sale of loans, reflecting an increased volume of loan originations and
sales from the company’s mortgage banking activities. That increase was coupled with an increase in gains on the
sale of investments and an increase in service fees on deposits. The level of gain on sale of loans during fiscal 2002
resulted from the company taking advantage of an increase in loan origination volumes and sales, and from margins
being greater when compared to the comparable period one year ago.

During fiscal year 2002, disbursements on loans originated for ‘sale amounted to $425.4 million compared
to $249.9 million durmg fiscal year 2601. The $175.5 million increase in loans originated and disbursed was largely
attributable to decreases in market interest rates which resulted in increased -home mortgage refinancings. During

4

\
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the period, substannally all loans originated were sold in the secondary market in most cases with servicing
released. Proceeds from the sale of loans for fiscal 2002 amounted to'$434.7 million compared to $245.2 million
- during fiscal year 2001. Sales of loans resulted in gams of $8.4 million and $4 3 million for fiscal 2002 and fiscal

2001, respectively. : o - ’(
The following table presents a comparison of the components of non- mterest income.
(,‘ ; N : . ‘ Years Ended Sentember 30, " Difference
o ' , 2002 - 2001 Ametnt %
;0 L o _ ST " (dollars in thousands) - _
Noninterest income: T Lo - T . /
. Gain on sale of loans $ 8,432 $4,335 $4,097 94.51%
Service fees on loans 484 B 673 (189) (28.08)
Service fees on deposits 512 456 56 12.28
~ Gain (loss) on sale of investment securmes ‘198 - 194 4 2.06
.. Gain on sale of real estate owned . . 45 v (45 - (100.00)
- Other operating income’ T - 4 60 1,500.00
Total noninterest income” . §9,690 $ 5,707, $3,983 69.79%

Noninterest expense Noninterest expense. for fiscal 2002, amounted to $15 8 rmlhon an increase of $3 2
“million or 26.21% from the $12.6 million incurred.in fiscal 2001. The increase was primarily attributable toa: $25°
million increase in the mortgage banking subsidiary’s noninterest expense. That increase was primarily in’ .
compensation of $1.4 million, advertising of $356,000 and other operating expenses of $547,000. The increase in
the bank’s noninterest expense of $770,000 was primarily in compensation, depreciation expense on furniture .
fixtures and equipment, data processing, occupancy and other operating expense, attributable to the continued
RO expansion and growth of the bank. The increase in compensation at the mortgage subsidiary resulted from an-

increase in commissions-to loan officers, due to increased loan productlon and the related employee benefit cost

.associated with the i increase in their compensatlon

The following table presents a comparlson of the components of noninterest expense

-

Years Ended Sep&ember 30, . Dnﬁ‘ference
- 2002 | 2001 Amoumnt %
B - - 7 (dollars in thousands)

Noninterest expense: / : . A
Compensation-and employee benefits $ 7.898 $ 6,054 $ 1,844 30.46%
Occupancy” 1,788 1,607 181 11.26

_ Professional services 782 818~ (36) (4.40) .

* Advertising 779 522 257. 49.23
Deposit insurance premium __ 43 36 1 19.44
Furniture, fixtures and. equipment 875 668 207 30.99
” Data processing - / 1,134 887 247 4 27.85 ,
Loss from foreclosed real estate - - .3 3) 100.00
Other operating expense 2,540 - 1,955 585 26.92

Total noninterest expense - $15,839 $12,550 $3,289 26.21%

Income Taxes.” The company.files a consolidated federal income tax return with its subsidiaries and ~
computes its income tax provision or benefit on a consolidated basis. Based on recent tax legislation, the.company
expects to offset all taxable income in fiscal 2002 with existing net operating Iosses carried forward from prior
vears. The company believes that it will continue to generate taxable income, for the foreseeable fature, which-will

assure utilization of the existing net operating losses.

N

. Management has prov1ded a valuation allowance for net deferred tax assets of $3.7 million, as it is unable
to determine the timing of the generation of future taxable income.

AN
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, ‘At September 30, 2002 the company ‘has net operating loss carryforwards totaling approximately $8.1 -

- million, which expire in years 2006 to 2021 As a result of the change in ownership of the bank, approximately $1.6 o
‘million of the total net operating loss carryforwards are subJect to an annual usage limitation of approximately L S
$114,000. , : :

|

Contractual Cammntmenﬁs and @bhgatmns . B R P \

The followmg summarizes the company s contractual cash obligations 4nd commercra] commitments,
' _including. maturing certificates of deposit, as of September -30, 2002 and the effect such obligations may have on
qumdrty and cash flow in future perlods \ :

! -~ Less Than Two-Three - ‘}F‘our-FiVe After Five
‘ ~ Tetal . One Year Years Years Years
o - " (in thousands)
FHLB Advances (1) $ 96,500  $.71,500  .$ - $ - $ 25,000 K
Reverse repurchase agreementi;‘ V- 91,011 ;91,011 - - - '
Operating leases: o 10619 1378 2682 2,197 4,362°
Total obligations 3 . $198130  $163.889 ' $2,682 $2,197 $ 29,362

(1) The company expects to refinance these short and medium-term ob{igation under substantially the same terms and conditions

/
#

Other Commercial Commitments S .
. ‘ ’ ‘ Less Than Tw,o—i’E/‘hrce Four-Five After Five
\ Total - One Year = Years ~ Years " Years
- o T (in thousands) '
Certificates of deposit maturities (1) ~ $ 188,953 . $138,898 .  §$37,086 $-12,969 $ -
Loan originations, ’ 103,800 . 103,800 ‘ C- .- -
Unfunded lines of credit ' - 78300 78,300 . e R
Standby letter of credit ’ -4 4 o -, .
Total r ~ - $371,057 . $321,002 $ 37,086 © $12,969 $ -

(1) The company expects to retain maturing deposits or replace amounts maturing with comparable certificates of deposits based
on current market interest rates.

‘Asset-MabrEn&y Management . ' ” S

The primary objective of asset/liability management is to ensure the steady growth of the company’s
primary earnings component, net interest income and the maintenance of reasonable levels of capital independent of
‘fluctuating interest rates. Interest rate risk can be defined as the vulnerability of an institution’s financial condition
and/or results of operations to movements in interest rates. Interest rate risk, or sensitivity, arises when the maturity
or repricing characteristics of assets differ significantly from the maturity or repricing characteristics of liabilities.
Managemerit endeavors to structure the balance sheet so that repricing opportunities exist for both assets and '
liabilities in roughly equ1valent amounts at approximately the same time 1ntervals to maintain interest rate risk at an

acceptable level.
s ~ . i . ~

Management oversees the asset/lxabrhty management function and meets penodlcally to monitor and N
manage the structure of the balance sheet, control interest rate exposure, and evaluate pricing strategies for the
company. The asset mix of the balance sheet is continually evaluated-in terms of several variables: yield, credit
quality, appropriate funding sources and liquidity. Management of the liability mix of the balance sheet focuses on’

- expanding the company's various funding sources. At times, depending on the level of general interest rates, the
relationship between long- and short-term interest rates, market conditions and compétitive factors, the bank may

determine to increase our IDICI'CSI rate I'IS]( pOSlt]OI’l in order to increase our net interest margm
Jo , . j

: " . . ‘
N v
/. . .
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The bank manages its exposure to interest rates by structuring the balance sheet in the ordinary course of '
business. The bank currently emphasizes adjustable rate loans and/or loans that mature in a relatively short perlod
when compared to single-familyresidential loans. In addition, to the extent possible, the bank attempts to attract .
longer-term deposits. While the bank has entered into interest rate swaps and caps to assist in managing interest rate
risk in connection with specific loans and investments, it has not entered instruments such as leveraged denvatwes :

_structured notes, financial options, financial futures contracts or forward delivery contracts.

One of the ways the bank monitors interest rate risk is through an analysis of the relationship between
interest-earning assets and interest-bearing liabilities to:measure the impact that future changes in interest rates will
have on net interest income. An interest rate sensitive asset or liability is one that, within a defined time period,
either matures or experlences an interest rate change in line with general market interest rates. The management of
interest rate risk is performed by analyzing the maturity and repricing relationships between interest- earning assets -

~ and interest- bearmg liabilities at specific points in time (“GAP”) and by analyzing the effects of interest rate changes

on net interest income over specific periods of time by pro;ectmg the performance of the mix of assets and liabilities
in varied interest rate environments. !

il
The table below illustrates the maturities or reprlcmg of the company’ S assets and liabilities, mcludmg
noninterest-bearing sources of funds to specific periods at Séptember 30, 2002. Estimates and, assumptions
concermng,prepayment rates of major asset categories are based on information obtained from the FHLE of Atlanta
on projected prepayment levels on mortgage-backed and related securities and decay.rates on savings, NOW and
money market accounts. The bank believes that such information is consistent with our current experience.

’
/

90 Days 91 Da;ys to 181 Days to OnelYeaJr to Three Years [Five Years

Maturing or Repricing Perieds . _orless . 180 Days One Year Three Years to Five Years or More Total

Interest-earning assets (dollars in thousands)

Loans: | ; . S . N
Adjustable and balloon - $34979 $ 11,199 $ 22,514  $ 36561, $ 12,600 §$ 1,390. $119,243

* Fixed-rate .- 18468 . - 817 1,398 5,184 . 4,589 20,181 50,637
Second mortgages | . 355 265 502 1,683 . 876 - 3,681
Commercial business - 18,553 ‘ 599 1,178 -8,506 - p - - "28,836
Consumer .. 58,563 ~128 241 . 183 - - 59,715

Investment securities ’ 149,021 41 .79 297 2,267 . 5,923 157,628

Mortgage-backed securities © 13,147, 19,261 10,492 16,073 1,158 . 604 . 50,735

Derivatives matched against assets 23,000 N - - - - (23,000) -

Total v 316,086 22,310 36,404 69,087 21,490 5,098 470,475

Interest-bearing liabilities: o '

Deposits: h s : o . »
Savings accounts B 382 365 680 . 2,167 1,413 338 8,393
NOW accounts s _ 2431 2,166 3,647 . 7,547 2,019 4,471 22,281
Money market accounts - 16,035 10,857 12,326 \ 5,461 2,601 2,363 49, 643
Certificates of deposit . . 70,323 33,139 35,436 . 37,086 12,874 T 95 188,953

Borrowings: - ‘ ‘ S r
FHLB advances N 71,500 1 - o - - 25000 . 96,500
Other borrowings 91011 - -y - o 9,346 100,357 -
Derivatives matched agamst , / . L . / ‘ ’
liabilities . (60,000) - - 50,000. 10,000 - -

Total ~ - 191,682 46,527 52,089 102,261 28,907 44,661 466,127
GAP , . , $124,404 $ (24,217) $(15,685) " $(33,174) § (7,417) $(39,563)  $-- 4,348
. Cumulative GAP ) $124,404 $100,187 $ 84,502  $ 51,328  $43,911 ' § 4,348
Ratic of Cumulative GAP , L ’
te total interest earning assets : 26.44% - 21.29% 17.96% . 1091% - 9.33% 0.92%

-




As indicated in the interest rate sens1t1v1ty table, the twelve month cumulative gap, representing the total,
net assets and liabilities that are projected to re-price over the next twelve months was asset sensitive in the amount
of $84.5 million at September 30, 2002. : ‘

While the GAP position is a useful tool in measuring interest rate risk and contributes toward effective
asset and liability management, it is difficult to predlct the effect of changing interest rates solely on the measure,
without accounting for alterations in the maturity or reprlcmg characteristics of the balance sheet that occur during

.changes in market interest rates. The GAP position reflects only the prepayment assumptions pertaining to the
current rate environment and assets tend to prepay more rapidly durmg perlods of declining interest rates than during
periods of rising interestrates.

Management uses two other analyses to manage interest rate rlsk (1) an earnings-at-risk analysis to
develop an estimate of the direction and magnitude of the change in net intérest income if rates move up or down
100 to 300 basis péints; and (2) a value-at-risk analysis to estimate the direction and magnitude of the change in net
portfolio value if rates move up or down 100 to 200 basis points. Cunently the bank uses a sensitivity of net interest
income analysis prepared by the FHLB of Atlanta to measure earnings-at-risk and the.OTS Interest Rate RlSk
Exposure Report to measure value-at-risk: b

s

- The following table sets forth the earnings at risk analysis that measures the sen51t1v1ty of net interest
income to changes in 1nterest rates at September 30, 2002:

Net Interest Income Sensﬁtivity Analysis

Changes in. Basis Poimt Percent
Rate by Basis -Net Interest Change Change From
Paoint - ,  Meargin ' From Base " Base.
$300 291% 009)% ., (1.69%
+200 2.92% ©.04)% (1.35)%
+160 S295% - (0.01D)% 039)% .

+0 2.96% . - R
2100 2.94% 002)% -+  (0.68)%
=200 0 2.79% 01N% - (574H%
-300 2.57% (0.39)% 1 (13.18)%

~

The table indicates that, based on an immediate and sustained 200 basis point increase in market interest
rates, net interest margin, as measured as a percent of total assets, would decrease by 4 basis points or 1.35%.
- Conversely, if interest rates decrease 200 basis points net 1nterest margin, as.a percent of total assets would decrease
- by 17 basis points or 5. 74% ‘ : - )

N

The net interest income sensitivity analysis does not represent a forecast and should not be relied upon as
being indicative of expected operating results. The estimates used are based i upon the assumption as to the nature
and timing of interest rate levels including the shape of the yield curve. These estimates have been developed based
upon current economic conditions; the company cannot make any assurances as to the predictive nature of these
assumptions including how customer preferences or competitor mﬂuences rmght change

. Presented below, as of September 30, 2002, is an analysis of our interest rate rlsk as measured by changes
in net portfolio value for parallel shifts of 200 bas1s points in market interest rates:

~ ' . Net P@t‘tfoho Value as a Percent of
Net Portfolio Value . the Present Value of Assets

Changes in Dollar’ - . -\ Percent . Net Portfolio Change in
Rates (bp) Change ~ Change, _ ValueRatic ' _ NPV Ratie
‘ - {dollars in thousands) ' _
+200 - 812,004 . 4576% ..  7155% 2.43%
+100 . 6,679 25.57 .. 645 ) 11.34
. #0 ' - . 512 oo
100 (4,192) (16.05) . 4.28 ‘ ~ (0.84)

-200 (3,991) .(15.28) 4.30 (0.82)
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" bank had $96.5 million in advances outstanding from the FHLB and had an additional overall borrowing capacity

- FHLB advances the bank may continue to,rely on FHLB borrowings to fund asset growth.

’ Liquidity and Capntaﬂ Resources

N RN N . N

The 1mprovement in net portfolio value of $12 0 million or 45 76% in the event of 2 200 basis point

-~ increase in rates is a result of the current amount of adjustable rate loans and investments held by the bank as of

September 30, 2002. The foregoing increase in net portfolio value, in the event of an increase’in 1nterest rates of ‘
200 basis points, currently exceeds the company’s mternal board guidelines. ~

-~

In addition to the strategies set forth above, the bank began, in 2002, using derlvatlve financial instruments,
such as interest rate swaps, to help manage interest rate risks. The bank does not use derivative financial
instruments for trading or speculatxve purposes. 'All-derivative ﬁnan01al instruments are used in accordance with-
board approved risk management p011c1es - : v ‘

N

The bank enters into mterest rate swap agreements principally to manage its exposure to the imipact of
rising short-term interest rates on its earnings and cash flows. Since short-term interest rates have declined from
inception of the interest rate swap agreements, the change in fair value of the interest rate swap-agreements, the
change in fair value of the interest rate swap agreements is a loss of approx1mate1y $2.5 million. The bank ,
continually momtors the effectxveness of its interest rate swap agreements in offsetting changes in the fair value of
cash flows from a portion of its loan portfolio. The bank does not foresee any significant changes in the strategies
used to manage interest rate risk in the near future: .

! 2 ’

Liquidity. The bank’s primary sources of funds are dep051ts principal and interest payments on loans

. mortgage-backed and investment securities and borrowmgs While maturities and scheduled amortization of loans -

are predictable sources of funds, deposit flows and mortgage prepayments are greatly influenced by general interest
rates, economic conditions and competmon The bank has continued to maintain the levels of liquid assets as =~ *

- previously required by OTS regulations. - The bank manages its liquidity position and demands for funding primarily

by investing excess funds in short-term investments and utilizing FHLB advance and reverse repurchase agreements

‘in periods when the bank’s demands for liquidity exceed funding from deposit inflows.

The bank’s most liquid assets are cash and.cash equivalents, securities available-for-sale. The levels of

these assets are dependent on the bank’s operating, financing, lending and investing activities during any given

pericd. At September 30, 2002, cash and cash eqmvalents interest bearing depos1ts and securities available-for-sale

‘and trading securities totaled $201.0 million, or 39.99% of total assets.

The primary investing activities of the bank are the orlglnatlon of residential one- to four- farmly loans,
commercial real estate loans, real estate construction and development loans, commercial borrowing and consumer
loans and the purchase of United States Treasury and agency securities, mortgage-backed and mortgage-related
securities and other investment securities. During the year ended September 30, 2002, the bank’s loan Originations -
and purchases totaled $199.5 million. Purchases of United States Treasury and agency securities, mortgage-backed
and mortgage related securmes and-other investment securities totaled $104.8 mﬂhon for the year ended September
30,2002. . e o0 .

The bank has other sources of hquxdlty 1f a need for additional funds arises., At September 30 2002, the

from the FHLB of $80.1 million at that date. Depending on market conditions, the pricing of dep051t products and

At September 30, 2002, the bank had commitments to fund loans and unused outstanding lines of credxt
unused standby letters of credit and undisbursed proceeds of construction mortgages totalmg $182.5 million. The
bank anticipates that it will have sufficient funds available to meet its current loan origination commitments.
Certificate accounts, including IRA and Keogh accounts, which are scheduled to'mature in less than one year from
September 30, 2002, totaled $138.9 million. Based upon experience, management believes the majority of maturing
certificates of deposit will remain with the bank. In addition, management of the bank believes that it can adjust the
rates offered on certificates of deposit to retain deposits in changing interest rate environments. In the event that-a
significant portion of these deposits are not retained by the bank, the barik would be able to utilize FHLB advances
and reverse repurchase agreements to fund deposit withdrawals, which would result in an increase in interest
expense to the extent that the average rate paid on such borrowmgs exceeds the average rate paid on deposits of
similar duratlon

/
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Capital Resources. At September 30, 2002, the bank exceeded all minimum regulatory capital
requirements with a tangible capital level of $28.6 million, or 5.71% of'total adjusted assets, which exceeds the
required level of $7.5 million, or 1.50%; core capital of $28.6 million, or 5.71% of total adjusted assets, which
exceeds the required level of $20.1 million, or 4.00%; and risk-based capital of $30.3 million, or 13.51% of risk-
weighted assets, which exceeds the required level of $18.0 million, or 8.00%.

Cn March 20, 2002, Greater Atlantic Capital Trust [ (the, “Trust”), a Delaware statutory business trust and
a wholly owned Trust subsidiary of the company issued $9.6 million aggregate liquidation amount (963,038 shares)
_ of 6.50% cumulative preferred securities maturing on December 31, 2031, with an option to call the securities on or
" after December 31, 2003. Conversion of the preferred securities into the company’s common stock may occur at
any time on or after 60 days after the closing of the offering. The company may redeem the preferred securities, in
whole or in part, at any time on or after December 31, 2003. Distributions on the preferred securities are payable
quarterly on March 31, June 30, September 30 and December 31 of each year beginning on June 30, 2002. The _
Trust also issued 29,762 common securities to the company for $297,620. The company purchased all the shares of
the common stock. The proceeds from the sale of the preferred securities and the proceeds from the sale of the
trust’s common securities were utilized to purchase from the company junior subordinated debt securities of
$9,928,000 bearing interest of 6.50% and maturing December 31, 2031 All mtercompany interest and equity were
eliminated in consolidation.

The Trust was formed for the sole purpose of investing the proceeds from the sale of the convertible
preferred securities in the corresponding convertible debentures. The company has fully and unconditionally
guaranteed the preferred securities along with all obligations of the trust related thereto. The sale of the preferred
securities vielded $9.2 million after deducting offering expenses. The company currently intends to retain
approximately $1.5 million of the proceeds for general corporate purposes, investing the retained funds in short-term
investments. The remaining $8.0 million of the proceeds was invested in Greater Atlantic Bank to increase its
capital position. Initially; those funds were be’ mvested in investment securities. Subsequently, such proceeds may

be used to fund new loans. : - . - .
\ :

2001 Compared to 2@@@ R ‘ ' /
Net Income. For the fiscal year ended September 30, 2001, the company 1ncurred a loss of $522,000 or -
$0.17 per share compared to a loss of $3.6 million or $1.21 per share for fiscal year 2000. The $3.1 million decrease
in net loss over the comparable period one year ago was primarily due to increases in net interest income and
“ noninterest income. Those increases exceeded an increase in noninterest expense and-a decrease in the bank’s
income tax benefit. The bank believes that due to continuing operating losses it is more appropriate not to recognize
an income tax benefit for current period operating losses, and that pre-tax earnings or loss provide a better basis to
compare period to period operations. Viewed from that perspective, the bank’s pre-tax loss improved by $3.7
million from a loss of $4.2 million for the fiscal year ended 2000 to a loss of $522,000 for the current year. The
reductlon in interest rates, coupled with the continued growth of the bank have led to an 1mprovement in both net
interést income and noninterest mcome

o

Net Interest Incoine. An 1rnp0rtant source of our earnmgs is net interest income, which is the difference
between income earned on interest-earning assets, such as loans, investment securities and mortgage-backed
securities, and interest paid on interest-bearing sources of funds such as deposits and borrowings. The level of net
interest income is determined primarily by the relative average balances of interest-earning assets and interest-
bearing liabilities in combination with the yields earned and rates paid upon them. The correlation between the
repricing of interest rates on assets and on liabilities also influences net interest income.
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The following table presents a comparison of the components of interest incoine and expense and net interest-

e

Difference

;o ’ « Years ended gepdemben‘ 30,

2001

2000

- Ameunt C g

\ , oy

. (doliars in thousands)
Interest income: e

49.59%

Loans $ 12,658 $ 8,462 ($ 4,196
Investments . 10,965 . 9,310 1,655 17.78
Total 23,623 17,772 5,851 - 32.92
Interest expense: ‘ oo, o T :

Deposits R 11629 7,668 3,961 51.66

Borrowings - ‘ ; 5,618 . 5,426 /192 3.54 ¢
Total 1 ) 17,247 13,094 4,153 3172
Net interest income $ 6376 $ 4,678 $ 1,698 36.30%

Our growth in net interest income for fiscal yea} 2001 was due primarily to the increase in average interest-.
earhing assets resulting from our planned growth. Average interest-earning assets increased $87.1 million or
35.97% over the comparable period one-year ago coupled with a-one basis point increase in net interest margin (net

-interest income divided by average interest-earning assets). The increase in net interest margin resulted from the
decrease on rates paid for interest bearing liabilities exceeding the decrease in ylelds earned on interest earning
assets by 14 basis points. That decrease was offset by an increase in average interest- bearmg liabilities exceeding
the increase in average interest- earnmg assets by $474,000. - A ¥ N

s

Interest Income. Interest income for the fiscal yéar ended September 30, 2001 mcreased $5 9 rmlllon from
fiscal year 2000 primarily as a result of an increase in the average outstanding balances in loans and investment
- securities. The increase in interest income from the loan portfoho for fiscal year 2001 compared to interest income
. earned for fiscal 2000 resulted from an increase of $57.9 million in. the average balance of loans outstandmg That
T increase was coupled with an increasé of $29.2 million in the average outstandmg balance in the investment and
- mortgage-backed securities portfolios and was offset by al7 bas1s point decrease in the average yield earned on the
. loan and investment portfolios. - .

Interest Expense. The $4.2 million increase in interest expense on deposits and borrowed funds for fiscal
year 2001 compared to fiscal year 2000 was principally the result of a significant increase in the average
outstanding balances in total deposits and borrowed funds, and was offset by a 31 basis point decrease in the average
cost of funds. The increase in interest expense on deposits was primarily- due to an increase in average certificates of
deposit and NOW and money market accourits of $67. 8 million, or 49.97%, from $135.7 million for fiscal 2000 to
$203.6 million for fiscal 2001. The average rate we paid for deposits increased from 5.59% for fiscal 2000 to 5.60%
for fiscal 2001. That increase in rate was coupled w1th an increase of $70.4 million in the average outstandmg
balance of deposits. .The increase in interest expense on borrowings was primarily due to an increase in average
borfowings of $17.2 million, and was. offset in part by an 85 ba31s pomt decline in the average cost of funds.

- 3 . N !
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» ~ Comparative Avérage Balances and Inter’est Income Analysis. The following table presents the total dollar
amount of interest income from average interest-earning assets and the resultant yields, as well as the interest expense
on average interest-bearing liabilities, expressed both in dollars and annualized rates. No tax-equivalent adjustments
were made and all - average balances-are average daily balances Non-accruing loans have been included i in the tables

as loans carrying a zero y1e]d ., “
“ For the Years Ended September 30,
o 2001 . ‘ 2000
’  - ﬁmeresn - ‘ Hnméres& Avemg'e
Averagé Income/ |~ Average - Average ~ Income/ Yield/
o Balance __Expense - _Yield/ Rate Balance Expense Rate
Assets:” ‘ o A Y (dollars in thousands) N
Interest-earning assets: ) i » 3 y ) N
Real estate loans : ‘$124,646 "~ $ 9,298 7.46%  $ 87,468 $ 6,699 7.66%
Consumer loans 29,106 -~ 2,287 7.86 13,980 - 1,236 8.84
Commercial business loans - - 11,038 1,073 972 - 5469 527 9.64
. /‘/ “Total loans N ;o 164,790 12,658 7.68 106,917 8,462 791
Investment securities - ' 118,320° 7,897 6.67 ) 75,808 - 5,380 - 7.10
Mortgage-backed securities Ly 46,225 3,068 6.64 59,489 3,930 ~ 6.61
Total'interest-earning assets 329,335 © 23,623 7.17 - 242,214 17,772 7.34
Non-earning assets - ) 13,891 R 9,203 :
Total assets L 8343226 /, S $51417
Liabilities and Stockholders’ / ’ o :
Equity: . ' Y R o . o
Interest-bearing liabilities: ' » ' o '
Savings accounts ' $ 4089 - 136~ 3.33 $ 1532/ 40 -2.61
Now and money market accqunts* . ’ 59,783 v 2,744 - 4.59 ' 34,882 1,772 5.08
Certificates of deposit s N 143,785 8,749  6.08 100,858 5,856 5.81
. Total deposits - 207,657 11,629 5.60° 137272 7,668 559
FHLB advances \ . 60,784 -+ 3,396 559 55,691 3,419 6.14
Other borrowings T 43,217 2,222 5.14 31,100 2,007 6.45
Total interest-bearing liabilities 311,658 17,247 -, 5.53 224,063 13,094 5.84
Noninterest-bearing liabilities: - ‘ ' R ’ :
Noninterest-bearing demand depos1ts . 8767 . ' . - 1,916
_ Other liabilities " -1,756 ’ S 1,371
Total liabilities . ‘ C 322,181 \ - 227,350
‘Stockholders’ equity o 21,045 .. 724,067
Total liabilities and stockholders’ equity . $343,226 B o $251,417 - :
Net interest income , $ 6376 . ' . - _$4678 :
Interest rate spread ST - 7 1.64%. R o 1.50%
Net interest margin ' ‘ \_\4\ 1.94% . - 1.93%
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Rate/Volume Analysis. The following table presents certain information regarding changes in interest income
and interest expense attributable to changes in interest rates and changes in volume of interest-earning assets and
interest-bearing liabilities for the periods;indicated. The change in mterest attrlbutable to both rate and volume has
been allocated to the changes in rate and volume on a pro rata basis.

Years Ended September 30, 2001 v. 2000

Change Attributable to, ]
Volume . Rate Total . i,
' - (in thousands) )

Real estate loans $2,847" $ (248) $2,599

Consumer loans . 1,337 (286) 1,051

B . Commercial business loans 537 .9 546
- > Totalloans ’ 4,721 (525) 4,196

Investments _ 3,017 - (500) 2,517

\ Mortgage-backed securities (876)° 14 (862)
Total interest-earning assets $6,862 , 31,011 $5,851

\ Savings accounts $ 67 $ 29 $ 96

: v ., Now and money market accounts 1,265, . (293) ¢ 972
\Certificates of deposit 2,492 401 2,893

‘Total deposits 3,824 137 3,961

FHLB advances ;313 (336) (23)
. Other borrowings ' 782 (567) 215.
Total interest-bearing liabilities 4,919 (766) 4,153

_Change in net interest income $1,943 $ (245) $1,698

‘ Provision for Loan Losses. The allowance for-loan losses, which is established through provisions for
losses charged to expense, is increased by recoveries on loans previously charged off and is reduced by charge-offs
on loans. Determining the proper reserve level or allowance involves management’s judgment based upon a review
of factors, including the company’s internal review process which segments the loan portfolio into groups based on
various risk factors including the types of loans and asset classifications. Each segment is then assigned a reserve
percentage based upon the perceived risk in that segment. Although management utilizes it best judgment in
providing for probable losses, there can be no assurance that the company will not have to increase its provisions for
loan losses in the future as a result of an adverse market for real estate and economic conditions generally in the

. company’s primary market area, future increases in non- performmg assets or for other reasons which would.
adversely affect the company s results of operatrons / ) “

The increase in non- performrng loans of $312,000 durmg fiscal 2001, resulted primarily from the $196, 000
“increase in single family loans and a $122,000 increase in non-performing construction loans. The provision for
loan losses was increased from $13,000 during fiscal 2000 to $55,000 during fiscal 2001.. The increase in provision
is directly related to the increase in non-performing loans. Net charge -offs increased from $63,000 during fiscal
2000 to $110,000 during fiscal 2001 as management took a more aggressive posture in assessing collectibility of
classified loans. Management expects charge offs to increase in the future as a result of the increase in its total loan
portfolio during fiscal 20C1. While we have continued our loan loss provisions in response to our continued growth
in real estate loans, we have allowed our allowance for loan losses to decline as a percentage of loans due to the
continuation of the low percentages of our charge-offs and non- performrng loans. ,
Al
Noninterest income. Noninterest income increased $3.7 mr]llon during fiscal 2001, over the comparable
perrod one year ago, primarily as a result of the increase in gain on sale of loans, reflectmg an increased volume of
loan originations and sales from the company’s mortgage, banking activities. That increase was coupled with an
increase in gains on-the sale of investments and an increase in service fees on loans and deposits. That increase in
gain on sales of investment securities occurred as a result of a loss of $1.0 million recognized during fiscal 2000
when the bank transferred $22.8 million-in securities from available for sale to trading resulting in alossof
$580,000, with the remaining $420,000 of 10ss on sale resulting from sales of $18.0 million in securities as the bank
restructured its investment securities portfolio, with no comparable loss occurring during fiscal 2001. The increase
" in service fees on loans and deposits relates primarily to the bank’s acquisition of Dominion Savings Bank, with a

BN
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- full year of activity being realized, and increased loan production at Greater Atlantic Mortgage. The significant
level of gains on sale of loans in fiscal 2001 resulted from the company-taking advantage of loan origination =~ '
volumes coupled with home loan refinancing and a favorable interest rate environment which enabled the company |-
to sell at a gain loans through Greater Atlantic Mortgage )

During the fiscal year ended September 30, 2001, loan disbursements originated for sale amounted to
$249.9 million compared'to $117.0 million during the comparable period one year ago. The $132.9 million increase
in loans originated and disbursed was largely attributable to decreases in market interest rates, which increased home
y mortgage refinancings. During the petiod, substantially all loans originated were sold in the secondary market, in
most cases with servicing released. Proceeds from the sale of loans for fiscal 2001 amounted to $245.2 million
compared to $121.3 million during the comparable period one year ago. Sales of loans resulted in gains of $4.3
million and $2 5 million for fiscal 2001 and fiscal 2000, respectively.

‘The followmg table presents a comparison of the components of non-interest income

1\ Years Ended Sepﬁemben‘/ 30, Difference
. 2001 ‘ 2000  Amoumnt %
. » Lo, ~ (dollars in thousands) )

Noninterest income: o . . ‘ ~ i

Gain on sale of loans - $4,335 $2,466 © $.1,869. 75.79%

Service fees on loans b 673 - 464 ~ 209 45.04

Service fees on deposits 456 177 . 279 157.63 , °

Gain (loss) on sale of investment securities 194 (1,025) 1219 11893

Gain on sale of real estate owned ' 45 14 31 22143

Other operating income" - 4 42) - - 46 109.52
- Total noninterest income '~ - $5,707 $ 2,054 ~ $3,653 177.85%

;

- Noninterest expense. Noninterest expense for fiscal 2001, amounted to $12.6 million; an increase of $1.6

million or 14.54% from the $11.0 million incurred in fiscal 2000. Excluding non-recurring expenses of $1.6 million
during fiscal 2000, as a result of the settlement of a lawsuit and related legal fees, noninterest expense increased $3.2
million over the comparable period one year ago. The increase in.the bank s nomnterest expense was primarily in

compensatlon of $1.3 million, depreciation. expense on furniture fixtures and equipment of $180,000, data
processing of $477,000, occupancy of $413,000 and other operating expense of $481,000, when factoring in $1.3
million related to the settlement. Those increases were attributable to the continued expansion and growth of the
bank and an increase in commissions to loan officers due to increased loan production and the related employee /
benefit cost associated with the increase in compensatlon

o . Years Ended September 30, Difference
i +. 2001 2000 Amount | %
o - (dollars in thousands) :
Noninterest expense: ~ »
» _ Compensation and employee beneﬁts ) $ 6,054 $ 4,738 $ 1,316 27.78%
” Occupancy e 1,607 1,194 413 34.59
~Professional services R , 818 794 24. 3.02
Advertising -7 - RCY) -~ 547 / (25) (4.57)
Deposit insurance premium | 36 52 - ) (16) 3077
Furniture, fixtures and equipment 668 488 180 - 36.89
Data processing S 887 410 477 116.34 '
Loss from foreclosed real estate . - 3 10 ) (70.00) .
Other operating expense - 1,955 2,724 )] (28.23
Total noninterest expense - ’$ 12,550 $10,957 $ 1,593, 14.54%

-




Income Taxes. The company files a consolidated federal income tax return with its subsidiaries and
computes its income tax provision or benefit on a consolidated basis. Since, as previously indicated, the bank no
longer recognizes a tax benefit for current operating losses there was no income tax benefit for fiscal 2001 compared
to a benefit of $600,000 i in 2000. ‘ B

Management has provided a valuation allowance for net deferred tax assets of $2 5 mrlhon as they are
unable to detérmine the timing of the generation of future taxable income.

At September 30, 2001, the company has net operating loss carryforwards totaling approximately $9.1
million, which expire in the years 2006 to 2020. As a result of the change in ownership of the bank, approximately
$1.7 million of the total net operating loss carryforwards are subject to an annual usage limitation of approx:mately
$114, 000. ,

/

" Recent Accounting Starndlardls ,

In June of 2001, the FASB issued SFAS No. 143; “Accountmg for Asset Renrement Obhganons ” Thls ,
Statement amends SFAS No. 19, “Financial Accounting and Reporting by Oil and Gas Producing Companies.” »
SFAS No. 143 applies to all entities and addresses financial accounting and reporting for obligations associated with

" the retirement of tangible long-lived assets and the assaciated asset retirement costs. AH asset retirement obligations
that fall within the scope of this Statement and their related asset retirement costs will: be accounted for consistently, -
resulting in comparability among financial statement of different entities. This Statement is effective for financial
statements issued for fiscal years beginning after June 15, 2002. Greater Atlantic Bank will adopt SFAS No. 143 on |
October 1, 2002. The adoption of this statement is not expected to have a material 1rnpact on Greater Atlantic

Bank s financial position or results of operations.

- SFAS No. 144, “Accountmg for the Impairment or Disposal of Lon g-]Lrved Assets,” was issued durmg the
' third quarter of 2001. SFAS No. 144 supercedes both SFAS No. 121, “Accounting for the Impairment of Long-
" Lived Assets and for Long-Lived Assets to be Disposed Of,” which previously governed impairment of long-lived.
assets, and the portions of APB Opinion No. 30, “Reporting’the Results of Operations - Reporting the Effects of
Disposal of Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and .
Transactions,” which addressed the disposal of a business segment. This Statement improves financial reporting by
requiring one accounting model be used for long-lived assets to be disposed of by sale and by broadening the
presentation of discontinued operations to include more disposal transactions. Greater Atlantic Bank will adopt
SFAS No. 144 effective October 1, 2002, and management does not ant1c1pate it having a material impact on
Greater Atlantic Bank s financial position or results of operations.

In May of 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statement No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of April 2002.” This statement rescinds
Statements No. 4 and 64, “Reportmg Gains and Losses from-Extinguishment of Debt” and “Extinguishments of
Debt Made to Satisfy Sinking-Fund Requirements,” respectively, and restricts the classification of early
extinguishment of debt as an extraordinary item to the provisions of APB Opinion No. 30, “Reporting the Results of
Operations - Reporting the Effects of Disposal of a:Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions.” The Statement also rescinds Statement No. 44, “Accounting for -
Intangible Assets of Motor-Carriers,” which is no longer necessary because the transition to the provisions of the
Motor Carrier Act of 1980 is complete. The Statement also amends Statement No. 13, “Accounting for Leases,” to
eliminate an inconsistency between the required accounting for sale-leaseback transactions and the required :
accounting for certain lease modifications that have economic effects that are similar to sale-leaseback transactions.
Finally, the statement makes various technical corrections to ex1st1ng pronouncements whlch are not consrdered :

' substantlve = :

-

’
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The provisions of this Statement relating to the rescission of Statement No. 4-and 64 are effective for fiscal
years beginning after May 15, 2002:. The provisions relating to amendments of Statement No. 13 are effective for
transactions initiated after May 15, 2002, and all other provisions are efféctive for financial statements issued after
May 15, 2002. Additionally, there is retroactive application for any gain or loss on extinguishment of debt that was
classified as extraordinary in a prior period that does not meet the criteria in Opinion No. 30, requiring
. ‘reclassification of this gain or loss. With the exception of the rescission of Statement No. 4 and 64, Greater Atlantic
Bank adopted the provisions of this Statement, and the adoptlon did not have a material impact on its financial
position or results of operations. The provisions relating to the rescission of Statement No. 4 and 64, which will
~ eliminate the extraordinary treatment of extinguishment of debt, will be adopted October 1, 2002. Greater Atlantic
Bank does not expect the remaining prov1s1ons of this Statement to have a material impact on its financial position
or results of operations.

. In August 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Dlsposal

‘ Activities”. SFAS No. 146 requires that a liability for a cost that is associated with an exit or dlsposal activity be
recognized when the liability is incurred. This Statement nullifies the gu1dance of the Emerging Issues Task Force
(“EITF”) in EITF Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring )”. Under EITF Issue No. 94-3, an
entity recognized a liability for an exit cost on the date that the entity committed itself to an exit plan. In SFAS No.’
146, FASB acknowledges that an entity’s commitment to a plan does not, by itself, create a present obligation to
other parties that meets the definition of a liability. SFAS No. 146 also establishes that fair value is the objective for
the initial measurement of the liability. SFAS No. 146 will be effective for exit or disposal activities that are
initiated after December 31, 2002. Greater Atlantic Bank will adopt the provisions of this Statement effective
January 1, 2003. Management does not anticipate that the implementation of thlS Statement will have a material
~ impact on the company’s financial posmon or results of operations.

In October 2002, the FASB issued SFAS No. 147, “Acquisitions-of Certain Financial Institution.” This .
statement amended SFAS No. 72 and 144 to provide mterpretlve guidance on the application of the purchase
methed to acquisitions of financial institutions. Except for transactions between two or more mutual enterprises,
this Statement removes acquisitions of financial institutions from the scope of SFAS No. 72 and FASB
Interpretation No. 9. This Statement amends SFAS No. 144 to include in its scope long-term customer —
relationship intangible assets such as core deposit intangibles. Accordingly, these intangible assets are subject to the
same undiscounted cash flow recoverability test and impairment loss recognition and measurement provisions that
SFAS No. 144 requires for other long-lived assets that are held and used. This Statement is effective for
acquisitions consummated on or after October 1, 2002. Greater Atlantic Bank believes that adoption of this
Statement will have no impact on its financial position or results of operations.

i
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‘independent Auditors’ Report

Board of Directors and Stockholders
Greater Atlantic Financial Corp:
Reston, Virginia

J

.

We have audited the accompanymg consohdated statements of fmanmal condition of Greater Atlantic Financial

Corp. and, Subsidiaries as of September 30, 2002 and 2001, and the related consolidated statements of operations,
comprehenswe income, stockholders’ equity, and cash flows for the years then ended. These financial statements R
are the responsibility of the Company’s management Our respon51b111ty 'is to express an opinion on these financial
statements based on our audits. 4 o

We conducted-our audits in accordance with audltmg standards generally accepted in the Umted States of America.
Those standards require that we plan and performthe audits to obtain reasonablé assurance about whether the
financial statements are free of material nnsstatement An audit includes examining, on a test basm evidence
supporting the amounts and disclosures in'the financial statéments. An audit also includes assessing the accounting
- principles used and significant estimates made by management, as well as evaluating the overall financial statement N
" presentation. We believe that our audits provide a reasonable basxs for our opinion. :

" In our opinion, the consohdated “financial statements referred to above present fairly, in all matenal respects, the
financial position of Greater Atlantic Financial Corp. and Subsidiaries at September-30, 2002 and 2001, and the

“.. results of their operations and their cash flows for the years then ended i m conformity with accounting prmCIples

generally accepted in the United States of Amerlca .

. / . AN

b . )

800 &

Washington, D.C.’ . Lo
QOctober 30, 2002 . ‘ ~




Greater Atlarrtic_Financial Corp. and 'Subsidiaries
- Consolidated Statements of Financial Condition

~ September 30, ! 2002 2001
o Ny : (dollars in thousands)
Assets ) o~
Cash and cash equivalents $ 3,066 $ 1456
Interest bearing deposits N ! 6,292 1,962
Investment securities (Notes 3 and-10)
. /Available-for-sale  * ’ © 191,673 146,366
Held-to-maturity ' 17,686 - 22,739
" Trading . : i : - 1,312
Loans held for sale (Note 4) P 14,553 14,683
Lovans receivable, net (Notes 4, 10 and 16) ' /248,081 164,603
Accrued interest and dividends receivable (Note 5) 2,859 - 2,777
Deferred income taxes (Note 11) 7 1,520 . 1,520
Federal Home Loan Bank stock, at cost ‘ 5,490 3,910
Premises and equipment, net (Note 6) | v, 7,790 6,350
Goodwill (Note 2) / . , 1,284 1,284
Prepaid expenses and other’ assets - 2,384 1,642
A - \ - $502,678 $370,604
. Liabilities and stockhoﬂders’ equity
Liabilities - v . ’
Deposus (Note 8) $281,877 $229,982
Advance payments from borrowers for taxes and insurance 280 220
Accrued expenses and other liabilities (Note 9) ' 3,261 1,399
Advances from the FHLB and other borrowmgs (Note 10) 187,511 117,823
Total liabilities , / 472,929 349,424 ..
Commitments and contingencies (Note 12)’ ‘
Guaranteed convertible preferred securities of sub51d1ary,trust (Note 21)° 9,346
Stockholders’ Equity (Notes 13 and 14) . '
Preferred stock $.01 par value - 2,500,000 shares’ authorlzed
none outstanding , - -
Common stock, $.01 par value— 10,000,000 . A ‘
shares authorized; 3, 012 434 shares outstandmg < 30 - 30,
Additional pa1d in caprtal - . 25,152 25,132
Accumulated deficit ‘ . (2,520) *(3,450)
Accumulated other comprehensive loss i ’ (2,259) - (532)
Total stockholders’ equity \ h / 20,403 21,180
Total liabilities and stockholders’ equity L0 $502,678 $370,604

See accompanying notes to consolidated financial statements.




Greater Atlantic Financial Corp. and Subsidiaries
~ Consolidated Statements of Operations

Years ended September 30, / ) B

2002

2001

: | ’ ~
~ Interest income '

(dollars inthousands)

See accompanying notes to consolidated financial statements.

Loans - $14,039 $ 12,658 .~
. _Investments ] 7,743 10,965

Total interest income ©21,782 23,623

Interest expense ‘

Deposits (Note 8) 8,308 11,629
Borrowed money 5,427 5,618
Total interest expense o o 13,735 17,247

' Net interest income : - 8,047 6,376
~ Provision for loan losses (Note 4) 968 55

Net interest income after provision for loan losses N 7,079 6,321

Noninterest income ;

" Fees and service charges 996 1,129
-Gain on sale of loans 8,432 4,335
Gain (loss) on sale of investment securities 198 194

' Gain (loss) on sale of real estate owned - 45
Gain (loss) on sale of investment securities ; 64 4
Total noninterest income 9,690 5,707
Noninterest expense - o
- . - Compensation and employee benefits 7,898 6,054~
. Occupancy 1,788 1,607
Professional services “ 782 818

" Advertising , 779 522
Deposit insurance premium y 43 36

- Furniture, fixtures and equipment T 875 668
Data processing 1,134 887
Other real estate owned expenses (Note o - 3

" QOther operating expenses % 2,540 1,955

Total noninterest expense - - 15,839 12,550

Net income (loss) \ $ 930 $ (522) '

Basic and diluted earnings (loss) per share (Note 15) $. 031 $ ©17)




Greater At[antié Financial Corp. and Subsididries :
Consolidated Statements of Comprehensive (Loss) Income - -

Years ended September 30, » ) ‘ S 2002 2001

(in thousands)

" Net income (loss) c L $ 930 $(522)
Other comprehensivg losé,‘net of tax: | , , ! : ‘

Unrealized gains on securities ; \ ’ 446 835
.~ Unrealized loss on hedges \ | - " (2,173) ) ) -
. Other comprehensive (loss) income N o 1,727y 835
Comprehensive (loss) income : - o N $ (797) - $ 313
= - - -

See accompanying notes to consolidated financial statements.

v

Gre}zter Atlantic Financial Corp. and Subsidiaries \
Consaﬂﬁd]atted Statements of Smmkh@ﬂdleu's’ Equity -

Accumulated

. “ Additional Accumulated  Other foul
Preferred Common  Paid-in Earnings Comprehensive Stockholders’.
Stock Stock  Capital (Deficit)  Income (Loss) Equity
5 . . { dollgrs in thousands)
Balance at September 30,2000 . § - $30  $25,132 $.(2,928) $(1,367) $ 20,867
Other comprehensive income - - T ‘ .- - 835 835
Net loss for the period o - - (522) - (522)
Balance at Sepgember 30, 2001 .- 30 25,132 (3,4/50) - (532 21,180
Options exercised’ ‘ - - 20 S o - 20
Other comprehenéive income - - - _ - Q727 (1,727)
Net income for the period = - - 930 - 930
$20,403

Balance at September 30, 2002 $ - $3¢- $25152 $ (2,520) $(2,259)

Sée accompanying notes to consolidéped financial statements.
! ' s

;
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_ Greater Atlantic Financial Corp..and Subsidiaries
7 Consoﬂﬁda}&ed Statements of Cash Flows

/

2002 _ 2001

- Years ended September 30, ‘ o~

Cash flow from operating actlvmes "

" (in thousands) -~

Net cash provided by operating activities

’

" Net income (loss) $ 930" “$ (522)
Adjustments to reconcile net income (loss) to net cash ~ ;
provided by operating activities ‘ o Y ‘ S v
( Provision for loan losses ) 968 . 55
Amortization of excess of purchase price over assets acquired - - 93
~ Amortization of deposit acquisition adjustment - ' 92 143
h Amortization of loan acquisitioh adjustment ' 27 27
Depreciation and amortization - 714 529 -
" . Proceeds from sale of trading securities : - o R 1,128 20,164
) ~ Proceeds from repayments of tradmg securities ’ ) 183 1,354
. Amortization of trading security prémiums -8 < 38
Unreqhzed (gain) loss on trading securities ()] 11
Realized gain ¢n sale of investments (125) (135)
Realized gain on sale of mortgaged-backed secuntles ‘ » 64) ao)
- Amortization of investment security premiums - 7 o 2,736 .0 1,467 -
- _Amortization of mortgage-backed securities =~ 515 264
Amortization of deferred fees -- b (312) . (238)
. Discount accretion net of premium amortization . ,‘ 328 108 .
_Losson disposal of ﬁxed assets o ' S O 2
" Gain on sale of foreclosed real estate o ‘ - 45)
Gain on sale of loans held for sale ~ \ (8,432) (4,335)
(Increase) decrease in assets ’ ’ B
Disbursements for origination of loans (424,730) (249,924)
Proceeds from sales of loans : 433,292 245,175
Accrued interest and dividend receivable j . (82) (284) -
Prepaid expenses and other assets ' (1,736) (344)
Deferred loan fees collected, net of deferred costs 1ncurred 1,439 - 44
- Increase (decrease) in liabilities ' . : - -
Accrued expenses and other liabilities ' s S 686 (2,544)
Income taxes payable e B R 55
$ 7,503 $ 11,034

N




Greater Atlantic Financial Corp. and Subsidiaries . -
Consolidated Statements of Cash Flows - (Continued) -

Years ended September 30,

2002

2001

~

*Cash flow from investing activities

(in thousands)

" Net-increase in loans ~ - \ \ $ (85,875). - $(31,844)
Purchases of premises : and equipment 1' (2,153) ° © (2,022)
Proceeds from sales of foreclosed real estate ‘ - - 217
Purchases of investment securities . (66,447) (91,454)
Proceeds from sale of investment securities - 16,423 11,803
Proceeds from repayments of investment securities = - - 21,873 16,221
Purchases of mortgage-backed securities ~ (38,341) (14,898)
Proceeds from sale of mortgage—backed securities ~ 5,601 6,307
Proceeds from repaymients of mortgage -backed securities ," 18,020 16,292
Purchases of FHLB stock : . (3,475) (1,650)
Proceeds from sale of FHLB stock 1,895 1,300

Net cash used in investing activities ~ (132,479) (89,728)

Cash flow from financing activities ¢ oot v .

. Net increase in deposits 51,804 41,452
Net advances from FHLB ; 22,000 28,400
Net borrowings on reverse repurchase agreements and other borrowings 47,688 6,587

Increase in advance payments by borrowers for taxes and i insurance ’ 58 (44)
Issuance of convertible preferred securities 9,346 -
Exercise of stock options 20 -

. Net cash provided by financing activities - 130,916 76,355

Increase in cash and cash,equivalents 5,940 (2,299)

Cash and cash equivalents, at beginning of period - 3,418 5,717

$ 9,358 $ 3,418

Cash and cash equivalents, at end of perioed

S

: s
See accompanying notes to consolidated financial statements. -

S~
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Greater AtlanticFinancial Corp. and Subsidiaries " : ’ .
Notes to Consolidated Financial Statements ' '

1. Summary of Sngnnﬁ'ﬁeam A\ceonnttnng Policies N ’ » ‘/
~ Nafrnre of Operations ‘

Gréater Atlantic Fmanc1a1 Corp (GA]FC or the Company ) is a bank holding company whose principal
activity is the ownership and management of Greater Atlantic Bank(GAB or “the Bank”), and its wholly owned
subsidiary, Greater Atlantic Mortgage Corporatron (GAMC). The Bank originates commercial, mortgage and
consumer loans and receives deposits from customers located primarily in Virginia, Washington, D.C. and '
Maryland. The Bank operates under a federal bank charter and provides full bankmg serv1ces

GAMC was incorporated as a separate entity on June 11 1998 and began mdependent operations on
September 1, 1998. GAMC is involved primarily in the origination and sale of single-family mortgage loans and, to
.a lesser extent, multi-family residential and second mortgage loans. GAMC also originates loans for the Bank’s
portfolio. In January 2002, GAFC established Greater Atlantic Capital Trust I'to issue certain convertible preferred
securities (see Note 21). S

e
|

Prineiples of Consolidation

The consolidated financial statements 1nclude the accounts of GAFC and its wholly owned subsrdranes
GAB, GAMC and Greater Atlantic Capital Trust I. AH significant intercompany accounts and transactions have
been eliminated in consolidation. : '

" Risk and Uncertainties ]
In its normal course of business, the Company encounters two significant types of risk: economic and

regulatory. There are three main components of economic risk: interest rate risk, credit risk and market risk. The -

Company is subject to interest rate risk to the degree that its interest-bearing liabilities mature or reprice more
rapidly, or on-a different basis, than its interest-earning assets. Credit risk is the risk of default on the Company’s
loan portfolio that results from the borrowers’ inability or unwillingness to make contractually required payments.
Market risk reflects changes in the value of collateral underlying loans receivable and the valuation of real estate
held by the Company. The determination of the allowance for loan losses and the valuation of real estate are based
on estimates that are particularly susceptible to significant changes in the economic environment and market
conditions. Management believes that, as of September 30, 2002 and September 30, 2001, the allowance for loan
losses and valuation of real estate are adequate based on information currently available. A worsening or protracted
economic decline would increase the likelihood of losses due to credit and market risks and could create the need for
substantial additional loan loss reserves. See discussion of regulatory matters in Note 13

Concentration of Credit Risk .

. The Company's primary business activity is with customers located in Mary]and Virginia and the Distfict
of Columbra The Company primarily originates resrdentral loans to customers throughout these areas, most of who
are residents local to the Company's business locations. The-Company has a diversified loan portfolio consisting of
residential, commercial and consumer loans. Commercial and consumer loans generally provide for higher interest
rates and shorter terms, however such loans have a higher degree of credit risk. Management monitors all loans,
including, when possible, making inspections of the propérties, maintaining current operating statements, and
performing net realizable value calculations, with allowances for losses established as necessary to properly reflect

-the value of the properties. Management believes the current loss allowances are sufficiént to cover the credit risk
estimated to exist at September 30, 2002. b

A

SO 30
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Greater Atlantic Financial Corp. and Subsidiaries
Notes to Consolidated Financial Statements -

Investment Securities

Investment securities, which the Company has the intent and ability to hold to maturity, are carried at
amortized cost.  The amortization of premiums and accretion of discounts are recorded on the level yield (interest)
method, over the period from the date of purchase to maturity. When sales do occur, gains and losses are recognized
at the time of sale and the determination of cost of securities sold is based upon the specific identification method.
Investment securities which the Company intends to hold for indefinite periods of time, use for asset/liability
management or that are to be sold in response to changes in interest rates, prepayment risk, the need to increase
regulatory capital or other similar factors are classified as available-for-sale and carried at fair value with unrealized
gains and losses excluded from earnings and reported in a separate component of stockholders’ equity. If a sale
does occur, gains and losses are recognized as a component of earnings at the time of the sale. The amortization of
premiums and accretion of discounts aré recorded on the level yield (interest) method. :

Investment secirities that are bought and held principally for the purpose of selling them in the near term
" are classified as trading securities and reported at fair value, with unrealized gains and losses included in earnings.

Loans and Allowznce ﬂ‘or Loan Losses

Loans receivable are stated at unpaid principal balances net of unearned discounts resulting from add-on
interest, participation or whole-loan interests owned by others, undisbursed loans in process, deferred loan fees, and
allowances for loan losses ‘

\

Loans are placed on non- accrual status when the pr1nc1pa1 or interest is past due more than 90 days or
when, in management’s opinion, collectlon of principal and interest is not likely to be made in accordance with a
- loan’s contractual terms. : N

The allowance for loan losses provides for the risk of losses inherent in the lending process. The allowance
for loan losses is based on periodic reviews and analyses of the loan portfolio which include consideration of such
factors as the risk rating of individual credits, the size and diversity of the portfolio, economic conditions, prior loss
experience and results of periodic credit reviews of the portfolio. The allowance for loan losses is increased by
provisions for loan losses charged against income and reduced by charge-offs, net of recoveries. In management’s
judgment, the allowance for loan losses is considered adequate to absorb losses mherent in the loan portfolio at
September 30, 2002. .

The Company considers a loan to be impaired if it is probable that they will be unable to collect all
amounts due (both principal and interest) accofding to the contractual terms of the loan agreement. When a loan is
deemed impaired, the Company computes the present value of the loan's future cash flows, discounted at the

“effective interest rate. As an expedient, creditors may account for impaired loans at the fair value of the collateral or
at the observable market price of the loan'if one exists. If the present value is less than the carrying value of the
loan; a valuation allowance is recorded. For collateral dependent loans, the Company uses the fair value of the
collateral, less estimated costs to sell, on a discounted basis, to measure impairment.

Mortgage loans originated and intended for sale are carried at the lower of cost or estimated market value
in the aggregate. “Net unreahzed losses are recognized in a valuatlon allowance by charges to income.

"~ Derivative Financial Hms&mmems

The Company uses derivative financial instruments to mitigate market risk from changes in interest rates.
Cur derivative financial instruments are contracted in the over-the-Counter market and include interest rate swaps.
The Company does not hold or issue derivative financial instruments for trading- purposes.

All derivatives are recognized on the balance sheet at fair value. To qualify for hedge accounting
treatment, derivatives, at inception, must be des1gnated as hedges and evaluated for effectiveness throughout the
" hedge period. The Company designated, at the date entered into, the interest rate swap agreements as a hedge of the
variability of cash flows to be received or paid related to loans and deposits (a cash flow hedge). The Company
records changes in the fair value of cash flow hedges i in other comprehensive income, net of income taxes, until
earnings are affected by the variability of cash flows of the hedged transaction.

'
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The Company formally documents all relat10nsh1ps between hedging instruments and hedged 1tems as well
as its risk management strategy for undertaking the hedge transactions> The Company will dlscontmue hedge
accounting prospectively when (1) it is determined that the derivative is-no longer effective in offsettmg changes in P
the fair value of cash flows of a'hedged item; (2) the derivative expires or is sold or terminated or (3) management
determines that the designation of the derivative as a hedge instrument is no longer approprlate

b . —

. Morfﬁgage Loan Income, Discounts and Premiums

Interest income on loans is recorded on the accrual method. D1scounts and premiums relating to mortgage

- loans purchased are deferred and amortized against or accreted into income over the estimated lives of the loans ~
using the lével yield (interest) method.' Accrual of interest is discontinued and an allowance for uncollected interest
is established and charged to interest income for the full amount of accrued interest receivable on loans, which are

delinquent for a perxod of 90 days‘or more. : , i
v ‘ ~

Loan Origination and Commitment lFees . - ‘ , - T - ;

- Loan origination and commitment fees and certain incremental direct loan orlgmatlon costs are being
deferred with the net amount being amortized as an adjustment of the related loan’s yield. The Company is+ *
amortizing those amounts over the contractual life of the related loans as adjusted for anticipated prepayments usin g
current and past payment trends. . , - /

: Mor&gage Lean Sales and Servicing o

;
-

The Company originates and sells loans and participating interest in loans generally thhout retaining
servicing rights. Loans are sold to prov1de the Company with additional funds and to generate gains from mortgage:
_banking operations. Loans originated for sale are carried at the lower of cost or market. When a loan and the-
related servicing are sold the Company recognizes any gain or loss at the time of sale..

When servicing is retained on a loan that is sold, the Company recognizes a gain or loss based on'the
present value of the difference between the average constant rate of interest it receives, adjusted for a normal
servicing fee, and the yield it must pay to the purchaser of the loan over the estimated remaining life of the loan.
Any resulting net premium is deferred and amortized over the estimated life of the loan using a method
approximating the level yield (interest) method. Loans of $162,000 were sold with servicing rights retained durmg
the year ended September 30, 2001. ']l'he Company also sells part1c1pat1on interests in loans that it services.

Premises and Bquipment \ ‘ _ : ’ ~

Premises and equipment are - recorded at cost. Deprec;atlon is computed on the straight-line method over
useful lives ranging from five to ten years. Leasehold 1mprovements are capitalized and amortized using the  _.
stralght line method over the life of the related lease .

, Foreclosed Real Estate co o o

Real estate acquired through foreclosure is recorded at the lower of cost or fair value less estimated sellin g
costs. Subsequent to the date of foreclosure, valuanon adjustments are made, if required, to the lower,of cost or fair
value less estimated selling costs. Costs related to holding the real estate, net of related income, are reflected in
‘operations when incurred. Recognition of gains on sale-of real estate is dependent upon the transaction meeting
certain criteria relating to the nature of the property sold and the terms of the sale.

\

il

Income Taxes - , ;

Income taxes are calculated using the liability method specified by Statement-of Financial Accounting
Standards No. 109, “Accounting for Income Taxes”. ‘The net deferred tax asset is'reduced, if necessary, by a
'valuation allowance for the amount of any tax benefits that, based on available evxdence are not expected to be
_ realized (See Note 11). : L ) :

4 B . -

Cash and Cash Equivalents 1 - SN - SN A ‘ /

}

, The Company considers cash and mterest bearmg ‘deposits in other banks as cash and cash equivalents for -
purposes of preparing the statement of cash flows. - L

N . -
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\
~ Useof Es&uma&es in the Preparation of Financial Sn:aftemems ‘
The preparanon of financial statements in conformity with generally accepted accounting principles
réquires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the repomng period., Actual results could differ from those estimates. :

-

Compu‘ehemwe Income

1 Statement of Financial Accountmg Standards No 130, “Repomng Comprehensxve Income” (“SFAS 130%),
establishes standards for the reporting and display of comprehensive income, its components and accumulated ‘
‘balances. Comprehensive income is defined to include all changes in equity except those resulting from investments
by owners and distributions to owners:. Among other disclosures, SFAS 130 requires that all items that are required
to be recognized under current accounting standards as components Cof comprehenswe income be reported in a
financial statement that is dxsplayed with the same prominence as other financial statéments. Presently, the
"' Company’s comprehensive income and loss is from unrealized gains and losses on certain mvestmem securities and -
unrealized losses related to-interest rate swap agreements

N

-

Stock-Based Compensation ™

The Company measures compensation cost for stock opnons using the mtrmsxc value method prescribed by
APB Opinion No. 25, which requires compensation expense to be recorded on the date of grant only if the current
market price of the underlying stock exceeds the exercise price. The Company provides pro forma net income and
pro forma earnings per share dxsclosures for employee stock option grants as if the fair-value-based method defined
= in SFAS 123, “Accounting for Stock- Based Compensatlon had been applied. See Note 14 for the pro forma net
income and pro forma earnings per share dlsclosures

Reeﬂassnﬁcaﬁnons

\

Certain prior year amounts have béen reclassified to conform to the current method of presentation. These
recla551ﬁcat10ns have no effect on the results of* operatlons prevxously reported.

- 2 Goodwill . /

- Effective October 1, 2001 the Company adopted ‘Goodwill and Other Imangzble Assets"(SFAS No. 142),
which was issued in Tune 2001: Although a portion of SFAS No. 142 was superceded, the Company is required to
report goodwill and other intangible assets, in accordance with SFAS No. 142. Under SFAS No. 142, goodwill and
other intangible assets with indefinite lives are no longer amortized, but reviewed at least annually for impairment.
A two-step impairment test is used to first identify potential goodwill impairment and then measure the amount of
goodwill impairment loss, if any.. The first step of the goodwill impairment test, which was completed in the first )
half of 2002, did not identify any goodwill 1mpa1rment S

/

A\ ' /
. /

-

In accordance with SFAS No. 142 goodwﬂl amortization was dlscontmued as of October 1,2001. The
following adjusts reported net income and earmngs per share to exclude goodw111 amortlzatlon
) )

Year ended September 30, 2002 2000 . - -

- ~ S 4 ¢+ (in thousands, except per share
N T ’ ~ data)

- o Net income (1oss) o $.930 / $(522) . \
\ Goodwill amortlzatlon N .- : 93
Adjusted net income (loss) - $930 : $ (429)
Reported basic and diluted EPS $0.31 $(0.17)
Goodwill amortization - - _ 0.03
" Adjusted basic and diluted EPS . $0.31 $(0.14)

- : — ~ N

- / N
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3. Investmemnts \
Avaﬂablfe-f@‘r-Sqile, September 30, 2002 N ‘
N Grqs s .. Gross - \
- Amortized Unrealized .. Unrealized Market
- Cost Gains Losses . - . value
‘ Investment securities (in thousands) P
SBA notes oo $ 127,554 - $ 943 $ 795 7 -~ '$127,702
CMOs - 12,582 22 26 12,578
Corporate debt securities ' 1,902 0 . 52 1,890
) ’ 142,038 - 1,005 873 142,170
Mortgage-backed securities v . .
FNMA notes 25,268 59 116 125,211
. GNMA notes, 6,923 31 - 6,954
FHLMC notes 17,350 44 56~ 17,338
49,541 134 172 - 49,503
o - $ 191,579 $ 1,139 $ 1,045 $ 191,673
' Held-to-Maturity, September 30, 2002 ’ )
h ) ' Gross Gross
Amortized Unrealized Unrealized Market
- Cost Gains Losses Value
. Investment securities ‘ : - (in thousands)
SBA notes ' A $ 14,057 % - $ 380 $13,677
Corporate debt securities . 1,020 - 87 933
15,077 - 467 14,610
Mortgage-backed securitieg o ) ‘ o /
FNMA notes 1,410 . 27 - - 1,437
FHLMC notes 1,199 13 ‘ - 1,212
‘ ‘ 2,609 - 40 - s 2,649
, $ 17,686 540 3467  $17,259
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Anjazilable-foz'-SaZZe, Sepzemi}er 30, 2001

i

’ : Gross Gross )
Amortized  Unrealized Unrealized . Market
R o ~Cost  ~ Gains Losses Value
Investment securities (in thousands)
SBA notes ‘ o S 106,124 $112 $ 442 $ 105,794
CMOs o o 6,971 58 35 6,994
Corporate debt securities o 974 51 - 1,025
. 114,069 221 477 113,813
Mortgage-backed securities / 1 h , g 2
FNMA notes . . ° ~ . 19059 - 59 98 19,020
GNMA notes : 1,797 1 10 1,788
FHLMC notes o | L1L770 46 11,745
32,626 - 81 154 32,553
) - $ 146,695 $302 $ 631 $ 146,366 -
Held—t@-MamﬁzZy, Seprember 30, 2001 o
; Gross . Gross
Amortized Ur'lrealized Unrealized Market
Cost Gains Losses Value
Investment securities S (in thousands) !
SBA notes $ 16,460 5 - $ 504 $ 15,956
Corporate notes , 1,029 38 991
' " 17,489 - 542 16,947
Mortgage-backed securities \ ) - :
FNMA notes . : N - 2,974 49 ; - 3,023
FHLMC notes S ‘ 2,276 27 . - 2,303
' . 5,250 76 - 5,326
T $22,739 $76 $ 542 $22,273

\ .

The weighted average interest rate on investments was 5.26% and 7.04% for the yéars ended September 30,

2002 and 2001, respectively.
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\

Trading Activities
Trading assets, at fair value, consist of the following: - e B
| September 30, 2002 - 2001
. (in thousands)
FHLB notes : ) , 8 - $ -
Mortgage-backed securities ) L - 1,312
P ) ' $ - $1,312
The net gains (losses) on trading activities included in earnings are as follows:
Years ended September 30 , \ -~ o 2002 2001
_ : ’ - (in thousands)
FHLB notes / $ - $ -
Mortgage-backed securities ' L an -
SN $ $ (l 1y

Proceeds from the sale of available for sale securities were $22. 0 million and $18 1 million for the years
ended September 30, 2002 and 2001, respectively. Gross realized gains, were $198,000 for the year ended '
September 30, 2002 compared to $194,000 for the year ended September 30, 2001 The amortized.cost and

estlmated fair value of securities at September 30, 2002, by contractual maturlty, are as follows

Avaui]ab/le -for-Sale, September 3@ 2002 o ”: .
) " Amortized Fair
i , Cost , Value
. . ! B L g : "o (inthousands)
Amounts maturing in: Y . , o : ,
One ‘year or less S $ -3 -
L After one year through five years S ' , 1,092 1,061
-After five years through ten y/ears - T - 1,185 1,207
After ten years A K 139,761 139,872 -
_ Mortgage-backed securities ‘ 49,541 . 49,503
- , \ o N \ '$ 191,579 $ 191,673
/
\ \ ) B
AN
\ ' \
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Held-m-MathiEy, September 30, 2002

Amortized Fair
Cost Value

Amounts maturing in:
One year or less

* After one year through five years.
After five years through ten yéars
After ten years

Mortgage-backed securltles

A -

g ‘ (in thousands)

$ 629 $ 617

1,648 . 1,533
483 458
12317 . 12,002
2,609 2,649

$ 17,686 . $17,259

\

Actual maturities may differ from contractual maturities because issuers ‘may have the right to call or

4. Loans Recewaﬂbﬂe :
Loans receivable consists of the following:

prepay obligations with or without call or prepayment penaltles

September 30, -

“2002 . 2001

Mortgage loans:.

(in thousands)

Single-family ) ! $ 136,523 $ 99,232
Maulti-family ' 536 634
Construction 18,993 19,110
Commercial real estate 18,932 17,977
Land loans . 9947 . 5431
Total mortgage loans 184,931 142,384
Commercial loans 28,880 11,675
Consumer loans 59,835 37,372
Total loans - T ‘ 273,646 191,431
Due borrowers on loans-in process (11,103) (11,756)
.querred loan fees _ . 772 245
Allowance for loan losses (1,699) : (810)
Unearned (discounts) premium- - 1,018 176
, 11,012y (12,145
’ $ 262,634 $ 179,286
"Loans held for sale $ 14,553 - $ 14,683
Loans receivable, net 248,081 164,603
$179,286

$262,634 .

Loans held for saie are all single-family mortgage 10§ns.
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"l'he activity in allowance for loan losses is surnmarlzed as follows

™

; . S epteml?er, 30 S - 2002 2001
s 1 i ‘_ , Y (in thousands)
. Balance, beginning’ | N g . § 810 . $765°
_ Provision for loan losses - » 968 .55
. ~ Dominion reserves - P 100
Y  Charge-offs o | E ©8) w13
Recoveries ’ R 19 . 21
Balance, ending ‘ _ ey, 81699 $ 810

-
/

The amount of loans serviced for others totaled $ll 0 million and $16 0 million as of September 36, 2002
and'September 30, 2001, respectively. 2 . - .

/ The allowance for uncollected interest, established for mortgage loans whrch are delinquent for a period of
o 90 days or more, amounted to $19,000 and $12,000 as of September 30, 2002 and September 30, 2001, respectively.
‘ This is the entire amount of interest income that would have been recorded in ‘these periods under the contractual
terms of such loans. Principal balances of non-performing loans related to reserves for uncollected interest totaled
. $454,000 and $506,000 as of September 30, 2002, and September 30, 2001, respectrvely :

NS

5. Accrued Interest and Dividends Recewa[trlle ’ g
' Accrued interest and dividends recervable consist of the following: - o
‘ September 30, T o 2002 . 2001
C ! . (in thousands)
\ Investments T ‘ , © $1,514 -, $1,655
N : Loans receivable R ‘ : 1,257 , 1,059
Accrued dividends on FHLB stock - ) 188 63
: ) ~ $2,859 $2,777
6. Premises anmd Eqmpmem Lo S
- Premises and equipment consrsts of the followrng . -
September 30, j ~ e SN 2002 2001
) ' - - A (in thousands)
Furniture, fixtures and équipment =~ c 784,485 - $4,170 |
Leasehold improvements . = / . . 4,223 2,723
Land ‘ : o L S 1573 1,648 -
R x R - © 10281 .- 8,541
Less: Allowances for deprecl‘atiotr and amortization T 2,491 12,191
S ' $ 7,79 . $6350
} 38 »
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Lo,

7. Foreclosed Real Estate . s S o
There was no foreclosed real estate as of September 30, 2002 or 2001.

The cost of operations for foreclosed real cons1sts of the followmg

~

PN September 30, , T 12002 2001
‘ ’ ' . } T oo . (in thousands).
. Income: ~ / : Lo S N
Gain on sale o - . % - $45
Expense: |
Loss on sale ‘ - -
/Provigion for (recovery of) loss ’ A /- -
Operating expenses / - 3
. ‘ N/ ( ‘ - / ' - 3
Gain $ - $42
There was no activity in tho allowance for loéses on foreclosed real estate in fiscal 2002 or2001.
8. Deposnfts - '
Deposxts are simmarized as follows
September 30, 2002 v
' ‘ Ranges of
- . _ Contractual
- Amount - Interest Rates . %
( ’ + {in thousands) ‘
Savings accounts -$ .. 8,393 ’ 0.00 -2.62%" 3.0%
NOW/money market accounts 71,924 0.00-2.13% 25.5
Certificates of deposit 188,953 - 1.70 - 9.00%- 67.0
Non-interest bearing demand deposns 12,607 0.00% 4.5
$281,877 . 100.0%
— — . g
September 30,2001 .
| R Ranges of
‘ Contractual
) . Amount Interest Rates %
s ; (in tholtsands) o ’
Savings accounts ) 3 4,641 0.00-3.25% 2.0% -
NOW/money market accounts 71,229 £ 0.00-3.63% 31.0
Certificates of depos:t Ty ;o 147,365 3.54 - 9.00% 64.1
. Non-interest bearmg demand depos1ts 6,747 0.00% 29
) $ 229,982 ' 100.0%

\,
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- {

- Certificates of deposit as of Séptember 30 2002 mature-as follows: -

Years ending September 30

(in thousands)

2003 : $/138,898
2004 ) ‘ N 27,619
2005 . . ‘ 9,467
2006 N ’ ‘ A 2,486
2007 | 10,483
) ! $ 188,953
]In;erest expense on depos{t accounts consists of the foll“owing: :
Years ended September 30, 2002 - L2001

‘

(in thousands)

NOW/money market accounts . $ 1,621 . - $ 2,744
Savings accounts 118 136
Certificates of deposit \ " o .6,569 . 8,749

$ 8,308 $ 11,629

]Deposns including certificates of deposit, with balances in excess of $100,000 totaled $112.0 million and
$52 2 million at September 30, 2002, and September 30, 2001, respectlvely

9, Deferred Compensation Plan

On Octeber 30, 1997, the Company adopted a- deferred compensation plan. Under the deferred
compensation plan, an employee may elect to participate by directing that all or part of his or her compensation be
credited to a deferral account. The election must be made prior to the beginning of the calendar year. The deferral
account bears interest at 6% per year. The amounts credited to the deferral account are payable in preferred stock or

; cash at the election of the Board of Directors on the date the Company announces a change in control or the date
. " three years from the date the participant elects to participate in the deferred compensation plan The liability —
o assomated with the plan was zero at September 30, 2002 and 2001, respecnvely

N A . . . \
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N

10. Adlvances From }Fedemﬁ Home Loan Bank and @then‘ Bormwnngs

The Bank has $80.1 million credit availability as of September 30, 2002 from the Federal Home Loan Bank K
of Atlanta (FHLRB), which it uses to fund loans originated by Greater Atlantic Mortgage Corporation. Any advances
in excess of $10 million are requlred to be collateralized with eligible securities. The credtt availability is at the

discretion of the FHLB. o

The following table sets forth information regarding the Bank’s borrowed- funds:

At or for the years ended September 30, , NS N © 2002 2001
‘ - A - o, ’ Lo dollars in thousands) -
FHLB advances: : : ‘\
Average balance outstandm g ' ’ : $ 99,269 $ 60,784
Maximum amount outstandlng at any month end durmg the period | ~ ) 123,500 74,500
Balance, outstandmg atend of period - . ’ . R ’ v v96,500 74,500
Weighted average interest rate during the period . s : . : . 3.10% 5.59%
"Weighted average interest rate at end of period . . 3.12% 4.47%
Reverse repurchase agreements: . ) :
. Average balance outstanding : : 68,577 43,217
Maximum amount outstanding at any month end during the period g = 95,577 53,279 =
'Balance outstandmg at end of period - - b 91,011 43,323
Welghted average interest rate during the period " - o - 3.43% 5.14%
Weighted average interest rate at end of period ' o ‘ 1.97% 332%

3

The Bank has p]edged certain investments w1th carrymg values of $96.1 rmlhon at September 30, 2002, to

collateralize advances from the FHLB.

First mortgage loans in the amount of $80. 5 ‘million are avallable to be pledged as collateral for the
advances at September 30, 2002.

Ve

11. Imcome Taxes

The company had no income tax.provision in 2002 as its pretax income was offset by existing net operating

losses. The Company had no provision for income taxes in 2001 due to the net loss for the year.

The provision for income taxes differs from the amount of income tax determined by applying the
applicable U.S. statutory federal income tax rate to pre‘tax income as a result of the following differences:

Years"ended September 30, 0 2002 2001 —
S P - (in thousands)

Federal tax benefit . CoC o835 . $(189)
State'tax benefit o .28 . 21
(Increase) decrease in benefit resulting from: : ' \

Change in the valuation allowance ‘ (359) 282-
Permanent differences ) ‘ - S 6 / 25
Change in effective deferred tax rate \ v ) - ‘ -
Other ' o e (98)
Income tax benefit ¢ - $. - $ -
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ngmﬁcant components of the Company’s deferred tax assets and 11ab111t1es aré as follows: )

September 30, ’ : ; 2002 ~. 2001
: v 7 (in thousands)

Deferred tax assets

Net operating loss carryforwar&s . ‘ $.3,069 " $ 3,605
, Unrealized losses on derivatives , . ’ 1,332 -
N Allowance for loan losses ., 646 319
. - Loans held for sale o ( “ = g 16 .
Core deposit intangible - o .65 . 67
Deferred loan fees . / S - 205 7 163
Other’ R - 196 .67
Total deferred tax assets o - . ' © 5,513 4,237
Deferred tax liabilities S
‘FHLB stock dividends ~~, ‘ 39 39
- Tax over book depreciation . - ” 286 - 150
| Total deferred tax liabilities ~ ~ = ¢ .. 325 ' 189
L ‘ Net deferred tax assets . E - 5,188 4,048
N . Less: Valuation-allowance - a A 3,668 2,528

Total . R ; 31,520 $ 1,520

: Management has provided a valuation allowance for net deferred tax assets, as they are unable to determine
the timing of the generation of future taxable income. :

’ ‘ At September 30, 2002, the Company has net operating loss carryforwards for federal income tax purposes
of approximately $8.1 million, which expire in the years 2006 to 2021. As a result of the change in ownership of the
Bank, approximately $1.6 million of the total net operating loss carryforwards are subject to an annual usage
limitation of approximately $114,000. , . -




Greater Atlantic Financial Corp. and Subsidiaries
‘ /Notes to Consolidated Financial Statements

2. N . .o \‘

12. Commitments and Contingencies - : SN

The Company is a party to financial instruments with off-balance-sheet rlsk in the normal course of,
business to meet the financing needs of its customers and to reduce its own exposure to fluctuations in interest
rates. These financial instruments include commitments to extend credit, standby letters of credit; and financial
guarantees. Those instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the
amount recognized in the balance sheet. The contract or notional amounts of those instruments reflect the extent of
involvement the Company has in particular classes of ﬁnancral instruments. , )

/ The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit and financial guarantees written is
represented by the contractual notional amount of those instruments. The Company uses the same credit policies in

making commitments and conditional obligations as it does for on-balance-sheet instruments.
7/

At September 30, 2002, the Company had outstandmg commitments to originate and purchase loans and
- undisbursed construction mortgages aggregating approx1mate1y $103 8 million. Fixed rate commitments are at .
market rates as of the commitment dates and generally expire within 60 days. In addition, the Company was

- contingently liable under unfunded lines of cred1t for approximately $78.3 million and standby letters of credit for
approximately $385,000. ’

Effective October 1, 2002, the Compa\ny renewed the expiring employment agreement with the executive -
in charge of its mortgage subsidiary which calls for a base salary of $108,000 plus bonuses based on loan closings
and net income levels. The term of this agreement is for two years and can be automatically extended. Effective
November 1, 1997, the Company entered into a three year employment agreement with the President and Chief
Executive Officer of the Bank. The agreement can be and was automatically extended for an additional year
effective December 1, 2001. The agreement provides for a base salary of $165,400 per year.

Rental C@mmtmenmts

The Company has entered into lease agreements for the rental of certain propertles expiring on various
dates through February 28, 2019. The future minimum rental commitments as of September 30, 2002, for all
noncancellable lease agreements, are as follows: -

Years endlng S ‘ ~ Rental
September 30, Commitments

) _ (in thousands)
. 2003 ' ‘ $ 1,378

2004 | , 1,386 -
© 2005 - T © 1,29
2006 - 1,095
2007, - ' . © 1,102
Thereafter ’ “ 4362 .

Total | T $10,619“ S o

Net rent expense for the years ended September 30, 2002 and September 30, 2001 was $1.5 million and
$1 3 million, respectlvely - , .

N

43




Greater Atlantic Financial Corp. and Subsidiaries ;
Notes to Consolidated Financial Statements

13. Regulatory Matters . . , ‘

" Generally, annual dividends to shareholders are limited to the amount of current year net income, plus the
total net income for the preceding two years, adjusted for any prior year distribufions. Under.certain circumstances,
regulatory approval would be required before making a capital distribution. The Bank did not pay any cash
dividends during the year ended September 30, 2002, ; ] o

The Federal Deposit ][nsurance Corporatlon Improvement Act of 1991 ()F]D][C][A) created five categories of -
financial institutions based on the adequacy of their regulatory capital level: well capitalized,-adequately capitalized,
undercapitalized, significantly undercapitalized and critically undercapitalized. ‘Under FDICIA, a well-capitalized
financial institution is one with Tier 1 leverage capital of 5%, Tier 1 risk-based caprtal of 6% and total risk-based
* capital of 10%. At September 30, 2001 and September 30, 2000, the Bank was classified as a well caprtalrzed
ﬁnanc1al institution. : - , .

t
~

As part of FDICIA, the minimum ‘caprtal requifements that the Bank is subject to are as follows: 1) tangrble \
capital equal to at least 1.5% of adjusted total assets, 2) core capital equal to at least 4% of adjusted total assets and -
3) total risk-based capital equal to'at least 8% of risk-based assets. ) “-

The following presents the Bank’s capital position at September 30, 2002 and September 30, 2001:.

Required  Required’ ~Actual Actual ‘ -

Aft September 30, 2002 - “Bgl-ance - Percent Balance Percent’ . Surplus--

o . : = (in thousands) _ o
Tangrble ‘ \ - $ 7,528 1.50%  $28,647 - - 571% . $21,119
Core = | © $20076, 400% $28647  .571% § 8571
Risk-based - : N - $17,959 - 800%  $30,346 13.52% $ 12,387

, N Required - .Required Actual Actual -

At September 30, 2001 ’ Balance °, Percent Balance Pércent  _ Surplus

L o . (in thousands) )
Tangible - , B - $ 5,548 1.50% . $20,365 = 551% $ 14,817 '
Core - ’ $14,794  400% $20365~ 551% § 5571

Risk-based -~ $ 14,910 8.00% $21,175 - 11.36% $ 6,265
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The followmg is a reconciliation of the Bank’s net worth as reported to the OTS on GAAP capital as
presented in the accompanying financial statements. :

September 30, o = - S 2002 2001
) // _ , (in thousands)
GAATP capital \ ' $ 27,684 $21,118
Unrealized losses on avaxlable for sale securities a . / 2,2217 ‘ 531
_ Goodwill : o oo s (1,284)
Tangible capital ' ‘ : 28,647 . 20,365
Adjustrnents’ - A ‘ L B -
Core capital e A o 28,647 20,365
‘Allowance for general loss reserves \ S 1,699 - 810 .
" Risk-based capital =~ o o $30346  $21,175

Failure to meet any of the three capital requirements causes savings institutions to be subject to certain
regulatory restrictions and limitations including a limit on asset growth, and the requ1rement to obtain regulatory -
. approval ‘before certain transactions or actlvmes are entered into. - -

~

14, S&oc]khoﬂdleu's Equity - /

. Effective November 14, 1998, the Company estabhshed the 1997 Stock Optlon and Warrant Plan (the
“Plan”). The Plan reserves options for 76,667 shares to employees and warrants for 94,685 shares to stockholders.

- The Plan was amended effective March 14, 2000, to increase the number of options available for grant from 76,667

-to 225,000 shares to employees and amended again effective March 15, 2002, to increase the number of options
available for grant from 225,000 to 350,000 shares to employees and to limit its application to officers and

’ employees The stock options and warrants vest 1mmed1ately upon issuance and carry a maximum term of 10 years.
The exercise prlce for the stock options and warrants is the fair market value at grant date. As of September 30,
2002, 94,685 warrants were issued. : .

V

The,,following summary represents the activity under the Plan: )

! “ ,Number Exercise .
’ ) : ‘ Expiration
) . . . of Shares Price ~ Date
Balance outstanding at September 30, 2000 o ‘ ) 75,834
Options granted : oo 63,166 $4.00 12-14-2010
Balance outstanding at September 30, 2001 S o 139,000. .
OpthﬂS granted § . : e 10,000 . $5.31 12-14-2010
Options granted =, R . .46,000 $7.00  1-1-2012
- Options exercised B ' ‘ : (5,000). $4.00

Balance outstanding and exercisable at September 30, 2002 190,000
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A summary of the stock optlons outstanding and exerc1sab1e as of September 30, 2002 is as follows:

s

- Options Outstanding Options ]Exerc1sab]e

- Weighted .~ Weighted . -~ Weighted

. S ‘Average ‘ Average P ’ Average

Exercise ' Number Remaining Life v Exercise . ~Number Exercise
Prices . Outstanding \ | (years) N I' Price Exerc1sable \P/rice ‘
$~7.50/' 16,667 .. T 527 < $7.50 16,667 $7.50

$8.38 - 41,667 : 62 $8.38 41,667 $8.38 -
- $6.00 17,500 7o 72 T $6.00 ) 17,500 $6.00
$400 - 58,166 82 . 8400 58,166 $4.00
$531 110,000 " 8.2 © $5.31 10,000 8531
$7.00 26,000 .94 $7.00 , 26,000 $7.00

- $5.00 20,000 / .94 7 $9.00 - 20,000 $9.00

The Company has adopted the disclosure only provisions of Statement of Financial Accounting Standards
No. 123, “Accounting for Stock-Based Compensatlon” (“SFAS 123”), but it continues to measure compensation
cost for the stock options using the intrinsic value method prescribed by APB Opinion No. 25. For the years ended
September 30, 2002 and 2001, the fair value of stock options has been estimated using the Black-Scholes option
pricing model with the following assumptions: Risk free interest rates of 4.95% and 5.25% for the years ended
September 30, 2002 and 2001, respectively, expected volatility of 45% and 61% for 2002 and 2001, respectively,
dividend pay out rate of zero and an expected option life of seven and ten yéars, respectively. Using these
assumptions, the average weighted fair value of the stock options granted are $3.10 and $1.59 for 2002 and 2001,
respectively. ,

Because the Company’s employee stock optlons ‘have characteristics 31gn1ﬁcantly different from those of
traded options, and because changes in the subjective input assumptions can materially affect the fair value estimate,
in management’s opinion, the existing models do not necessanly provide a rehable single measure of the fair value

~ of its employee stock options.

If the Company had elected to recognize compensation cost based on the value at the grant dates with the
method prescribed by SFAS 123, net income would have been changed to the pro forma amounts indicated below:

/

Years ended September 30, ' S 2002 - | 2001

Reported Pro Fofmg Reported Pro Forma

-

B (dollars in thousands, except per share date)

Net (loss) income g : ‘ , $ 9307 . $ 765 $(522) $(622)
Basic and diluted earnings (loss) per share ‘ 8 0".31 ‘ $0.26 $ (0.17) $ (©.21)
SN
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15. Earnings Per Share of Common Stock

4

The Company reports earning per sharein accordance with Statement of Financial Accountmg Standards
No. 128, “Earnings Per Share” (“SFAS 128”). SFAS 128 requires two presentations of earning per share — “basic”
and “diluted.” Basic earnings per share are corﬁputed by dividing income available to common stockholders (the
numierator) for the period by the weighted average number of shares of common stock outstanding during the year
(the denominator). The computation of diluted earnings per share is similar to basic earnings per-share, except that
the denominator is increased to include the number of additional common shares that would have been outstandm g
if the potentially dilutive common shares had been issued. v '

The following table presents a reconc111at10n between the basic and diluted earnings per share for the year
- ended September 30, 2002. There was no dlfference in the et loss or weighted average outstanding shares for the
year ended September 30, 2001: o _— .

- o ' - ‘ Per Share
Year. ended September 30, 2002 - Income Shares Amount
: \(dollars in thousands, ‘except per share data
Basic earnings per share - . $ 930 3,010,420 $0.31
Effect of conversion of preferred securities 211+ 685,715
Effect of dilutive stock optlons ‘ : - 22,059 ’

N

Diluted - ‘ $1,141 3,718,194 $0.31

16. Related Party Transactions i

The Bank offers loans to its officers, directors, employees and related parties of such persons. These loans
" are made in the ordinary course of business and, in the opinion of management, do not involve more than the normal
risk of collectibility, or present other unfavorable features. Such loans are made on the same terms as those
prevailing at the time for comparable transactions with non-affiliated persons. The aggregate balance of loans to
directors, officers and other related partles is $691,000 and $540,000 as of September 30, 2002-and September 30,
2001, respectlvely

17. Market Va}ime Disclesure of Financial Instruments

, The fair value mformatmn for financial instruments, which is provided below, is based on the requirements
of Financial Accounting Standard Board Statement of Financial Accounting Standards No. 107, “Disclosures about
Fair Value of Financial Instruments,” and does not represent the aggregate net fair value of the Bank.

Much of the mformatlon used to determine fair value is subjective and judgmental in nature; therefore, fair
value estimates, especially for less marketable securities, may vary. The amounts actually realized or paid upon
settlement or maturity could be significantly different. )

The following methods and assumptions were used to estimate the fair value of each class of financial
instrument for which it is reasonable to estimate that value: ‘

A. Cash and interest-bearing deposns Fair value is estlmated to be carrying value.
B. Investment securities - Fair value is estimated using quoted market prices or market estlmates

C. Loans receivable - For residential ' mortgage loans fair value is estlmated by dlscountmg future cash
ﬂows using the current rate for smnlar loans.

47
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D: Deposits - For passbook savings, checking and money market accounts, fair value is estimated at ‘
carrying value. For fixed maturity certificates of deposit, fair value is estimated by discounting future cash flows at

-~ the currently offered rates for depos1ts of similar remammg maturities. ) 't

E. Advances from the FHLB of Atlanta and reverse repurchase agreements Fair value is estlmated by
discounting future cash flows at the currently offered rates for advances of s1m11ar remaining matuntles

F. Off balance sheet mstruments The fair value of cofnmitments i§ determined by dxscountmg future cash
flows using the current rate for similar loans. Commitments to extend credit for other types of loans and standby
letters of credit were.determined by discounting future cash flows using current rates.

The' carrymg Value and estimated fair value of financial instruments is summarized as follows:

September 30 S ' ‘ ' 2002 ’ R 2001
‘ : Carrying - Estimated  Carrying ~ Estimated
. 4 value | fair value | value .. fair value
B < . (in thousands) ~
Assets: . ‘ : b
) _ Cash and interest bearmg deposxts ~ $§ 6358 % 9358 3§ 3,418/, $ 3,418
Investment securities o N 209,359 . 208,932 . 170,417 169\,951'\ N
Loans receivable \ 262,634 -~ 266,078 179,286 . 182,370
. Liabilities: . . ) . ) -
. Deposits ‘ ) 281,877 - 284,979 229,982 232,706
" Borrowings - e 187,511 , 191,515 . 117,823 . 119,075
.Off-balance sheet instruments: o : S~
Commitments to extend credit. . 1,245 — . - 1,275

Loans in process = . N - B . -
I o

, .
18. Employee Benefit Plans -
The Company operates a 401(k) Retirement Plan covering all full- time employees meetmg the minimum

age and service requirements. Contributions to the Retirement Plan are at the d1scret10n of the Company. ’ll"he
Company made no contributions for the years ended September 30, 2002 and 2001

-

19. Supplemental Cash Flow Information - . .
Years ended September 30, ' 7 2002\ 2001

/!

- - N , (m thousands) ‘
Cash paid during period for interest on deposits and borrowings .- %9 385 $ 3,344
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20. Segmem& Reporting

;

-

The Company has two reportable segments, banking and mortgage banking. The Bank operates retail
deposit branches throughout the greater Washington, D.C./Baltimore metropolitan area. The banking segment
provides retail consumer and small businesses with deposit products such as demand; transaction, savings accounts
and certificates of deposit and lending products, such as residential and commercial real estate, construction and
development, consumer and commercial business loans. Further, the banking segment invests in residential real
estate loans purchaséd from GAMC and others, and also invests in mortgage-backed and other securities. The
mortgage banking segment activities, which are conducted principally through GAMC, include the origination of
residential real estate loans either for the Bank’s portfolio or for sale into the secondary market with servicing

re] eased.

~

5

- . N i <.
The accounting policies of the segments are the same as those described in Note 1. The Company
evaluates performance based on net interest income, nomnterest mcome and noninterest expense. The total of these

three items is the reportable segrnent s net contribution.

. The Company’ s reportable segments are strategic busmess units that offer different services in dlfferent
geographlc areas. They are managed separately because each segment appeals to different markets and, ’
,accordmgly, requires different technology and marketlng strategles

‘
/

Smce the Company derives a SIgmﬁcant portlon of its revenue from interest income and interest expense,
the segments-are reported below using net iriterest income. Because the Company also evaluates performance based
on noninterest income and noninterest expense, these measures of segment profit and loss are also presented.

N

49

(1) Segment net interest income reflects income after provision for loan losses.

\ . Total Total
. Mortgage  Reportable  Intersegment  Operating,
- For the Years Ended September 30, Banking ! Banking = Segments Eliminations  Earnings
Net interest income: (1) : 5 (in'thousands)
2002 '$ 6773 _ $ 306 $ 7079 $ - $ 7,079
2001 '$ 6147 S 174 $ 6321 $ - % 6321
Noninterest income: / o ' )
2002 $ 940 $ 8814 § 9754 .$  (64) $--9.690
2001 , $ 922  $ 4877 $ 579 . $  (92) $ 5707
Noninterest expense: ‘ , o B
2002 | 7$ 5001 $ 6902 $15903 $ 64 . $ 15839
- 2001 ) $ , 8,229/ $ 4413 $ 12,642 $ 92 $ 12,550
Net income: . - ‘ \ -0
2002 $ (1,288) .'$ 2218 $§ 930 $ - § 930
" 2001 $ (1,160) ' 638 - § (522) $ - S (522)
‘Segment assets: , - . | / '
2002 h $509,904 $ 15,686. $525,590 $(22,912) $502,678 |
2001 $37d,731 $ 16,291 $387,022 $(16,418)

$370,604



Greater Atlantic Fi}zancia! Corp. and Subsidiaries 4
Notes to Consolidated Financial Statements

21, Guaramteed Convertible Preferred Securities of Subsidiary Trust

-On March 20, 2002, Greater Atlantic Capital Trust I (the, “Trust”), a Delaware statutory busmess trust and
a wholly owned Trust subsidiary of the Company issued $9.6 million aggregate liquidation amount (963,038 shares)
of 6.50% cumulative preferred securities maturing on December 31, 2031, with an option to call on or after
December 31, 2003. Conversion of the preferred securities into the Company’s common stock may occur at any
time on or after 60 days after the closing of the offering. The Company may redeem the preferred securities, in
whole or in part, at any time on or after December 31, 2003. Distributions on the preferred securities are payable
. quarterly on March 31, June 30, September 30 and December 31 of each year beginning on June 30, 2002. The
Trust also issued 29,762 common securities to the Company for $297,620. The Company purchased all the shares
~ of the common stock. The proceeds from the sale of the preferred securities and the proceeds from the sale of the
trust’s common securities were utilized to purchase from the Company junior subordinated debt securities of
'$9,928,000 bearing interest of 6.50% and maturing December 31,2031. All intercompany interest and equity were
eliminated in consolidation.

‘The Trust was formed for the sole purpose of investing the proceeds from the sale of the convertible
preferred securities in the corresponding convertible debentures. The Company has fully and uncondmonally
guaranteed the preferred securities along with all obligations of the trust related thereto. The sale of the preferred -
securities yielded $9.3 million after deducting offering expenses. The Company currently intends to retain
approximately $1.3 million of the proceeds for general corporate purposes, investing the retained funds in short-term
investments. The remaining $8.0 million of the\ proceeds was invested in Greater Atlantic Bank to increase its
capital position. Initially, these funds will be invested in investment secuntles Subsequently, such proceeds may be
used to fund new loans. i : .

|
\

22. Den‘ﬁvative Financial ]Imsfcmmermﬂs

Beginning in fiscal 2002, the Bank utilized derivative financial instruments to hedge its interest rate risk.
Beginning in 2002, the Bank adopted statement of Financial Accounting Standard No. 133, “Accounting for ,
Derivative Instruments and Hedging Activities” (“SFAS 133”) which requires that an entity recognize all derivatives
as either assets or liabilities and measure those 1nstruments at fair value. The Bank bases the estimated fair values of
these agreements on the cost of interest-rate exchange agreements with similar terms at available market prices,
excluding accrued interest receivable and payable. However, active markets do not exist for many types of financial:
instruments. Consequently, fair values for these mstruments must be estimated using techniques such as discounted
cash flow analysis and comparisons to similar instruments. Estimates developed using these methods are highly
Sub_]CCthC and require judgements regarding significant matters such as the amount and timing of future cash flows
and the selection of discount rates that appropriately reflect market and credit risks. Changes in these judgements
.often have a material effect on the fair value estimates. Since those estimates are made as of a specific time, they:
are susceptlble to material near term changes. P

The Bank entered into various interest-rate swaps that total $50 million in notional principal. The swaps
pay a fixed rate with the Bank receiving payments based upon one-to three-month floating rate LIBOR. The capped
range is between 3.95% - 4.53%, and expires between 2 and 3 years. The Bank also entered into various interest
rate caps that total $24 million in notional principal with terms between. four and ten years-that limit the float
between a floor of 2.00%, and capped between 5.00% - 8.00%. The Bank accounts for these derivatives as cash
flow hedges, under the guidelines of SFAS 133, whereby the fair value of these contracts are reflected in other assets
-with the offset recorded as accumulated other comprehenswe income. At September 30, 2002, the fair value of
those contracts was a loss of $2.5 million. ¢ , :

1

-
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Monthly Gross - "Gross

Total by class type of interest rate Notional . Amortized - Unrealized Unrealized Estimated
exchange agreements . Amount.  Cost ~ Gains Losses Fair Value
\ “ (in thousands) ‘

Interest rate swaps: ’ .

Bank pays fixed, receives variable $ 50,000 $108 $ - $ 2,402 © $2,402
Interest rate caps: " . - L , :

Interest rate caps purchased 24,000 . 14 121 229 108
Total v $ 74,000 $122 - $121 $ 2,631 $2,510

. / '
23. Recemt Acmuﬂmmg Standards / A ’

In June of 2001, the FASB issued SFAS No. 143, “Accountmg Sfor Asset Retirement Oblzganons ” This
Statement amends SFAS No. 19, “Financial Accounting and Reporting by Oil and Gas Producing Companies.”
SFAS No. 143 applies to all entities and addresses financial accounting and reporting for obligations associated with
the retirement of tangiblé long-lived assets and the associated asset retirement costs. All asset retirement obligations
that fall within the scope of this Statement and their related asset retirement costs will be accounted for consistently,
resulting in comparability among financial statements of different entities. This Statement is effective for financial
statements issued for fiscal years beginning after June 15, 2002. Greater Atlantic Bank will adopt SFAS No. 143 on
October 1, 2002. The adoption of this statement is not expected to have a material impact on Greater Atlantic
Bank’s financial position or results of operations. ‘ :

SFAS No. 144, “Accounting for the Impairment or Dzsposal of Long-Lived Assets " was issued during the
third quarter of 2001. SFAS No. 144 supercedes both SFAS No. 121, “Accounting for-the Impairment of Long-
Lived Assets and for Long-Lived Assets to be Disposed Of,” which previously governed impairment of long-lived
assets, and the portions of APB Opinion No. 30, “Reporting the Results of Operations - Reporting the Effects of
Disposal.of Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions,” which addressed the disposal of a business segment. This Statement improves financial reporting by
requiring one accounting model be used for long-lived assets to be disposed of by sale and by broadening the
presentation of discontinued operations to include more disposal transactions. Greater Atlantic Bank will adopt
SFAS No. 144 effective October 1, 2002. Management does not anticipate it havmg a material impact on Greater
_.Atlantic Bank’s financial position or results of operations.

In May of 2002, the FASB issued SFAS No. 145; “Réscission of FASB Statement No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of Aprll 2002.” This statement rescinds
Statements No. 4 and 64, “Reporting Gains and Losses from Extinguishment of Debt” and “Extinguishments of Debt
Made 1o Satisfy Sinking-Fund Requirements,” respectively, and restricts the classification of early extinguishment of
debt as an extraordinary item to the provisions of APB Opinion No. 30, “Reporting the Results of Operations -
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions.” The Statement also rescinds Statement No. 44, “Accounting for Intangible
Assets of Motor Carriers,” which is no longer necessary because the transition to the provisions of the Motor Carrier
Act of 1980 is complete. The Statement also amends. Statement No. 13, “Accounting for Leases,” to eliminate an
inconsistency between the required accounting for sale-leaseback transactions and the required accounting for
certain lease modifications that have economlc effects that are similar to sale-leaseback transactions. Finally, the
statement makes various technical corrections to existing pronouncements which are not.considered substantive.

The provisions of thlS Statement relating to the rescission of Statement No. 4 and 64 are effective for fiscal
years beginning after May 15, 2002. The provisions rélating to amendments of Statement No. 13 are effective for
transactions initiated after May 15, 2002, and all other provisions are effective for financial statements issued after
May 15, 2002. Additionally, there is retroactive application for any gain or loss on extinguishment of debt that was
. classified as extraordinary in a prior period that does not meet the criteria in Opinion No. 30, requiring
reclassification of this gain or loss. With the exception of the rescission-of Statement No. 4 and 64, Greater Atlantlc

Bank adopted the provisions of this Statement, and it did not have a material impact on its financial position or
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results of operatlons The prov1smns relating to the rescission of Statement No. 4 and 64, which w1]1 eliminate the

‘extraordmary treatment of extinguishment of debt, will be adopted October 1,2002. Greater Atlantic Bank does not

"expect the remaining provisions of thlS Statement to have a material impact on its financial position or results of
operations.

In August 2002 the FASB 1ssued SFAS No. 146, “Accountmg for Costs Assoaated with Exit or Disposal
Activities”. 'SFAS No. 146 requires that a liability for a cost that is associated with an exit or disposal activity be
recognized when the liability is incurred. This Statement nullifies'the guidance of the Emergmg Issues Task Force
(“EITF”) in EITF Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring )”. * Under EITF Issue No. 94-3, an

! entity recogmzed a liability for an exit cost on the date that the entity committed itself to an exit’ plan. In SFAS No.

146, the Board acknowledges that an-entity’s commitment to a plan does not, by ; itself, create a present obligation to
other parties that meets the definition of a liability. SFAS No. 146 also establishes that fair value is the objective for

_the initial measurement of the 11ab111ty SFAS No. 146 will be effective for exit or disposal activities that are
_ initiated after December 31, 2002. Greater Atlantic Bank will adopt the provisions of this Statement effective

January 1, 2003. Management does not anticipate that the implementation of this Statement will have a material .
impact on the Company’s financial position or results of operations. ’

In October2002, the FASB issued SFAS No 147, “Acquisitions of Certain }Fmanmal Institution.” This
statement amended SFAS No. 72 and 144 to provide interpretive guidance-on the application of the purchase

" method to acquisitions of financial institutions. Except for transactions between two or more mutual enterprises, -

this Statement removes acquisitions of financial institutions from the scope of SFAS No. 72 and FASB
Interpretation No. 9. This Statement amends SFAS No. 144 to include in its scope long-term customer —

* relationship intangible assets such as core deposit intangibles.” Accordingly, these intangible assets are subject to the

same undiscounted cash flow recoverability test and impairment loss recognition and measurement provisions that
SFAS No. 144 requires for other long-lived assets that are held and used. This Statement is effectivefor .
acquisitions consummated on or after October 1, 2002. Greater Atlantic Bank believes that adoption of this
Statement will have no impact on its financial position or results of operations.

24. Parent Company - Only Financial Statements ‘
Parent Company - Only Condensed Statements of ]Fmancxal Condition

September 30, ' L 2002 y - -2001 ©
_ AT (in thousands) .
Assets ' : N ] '
Cash and cash equivalents L % 1327 8 68
. Loans receivable ' - > . 125 \ -
Investmeént in subsidiary . .- 731,299 /- 21,649
Prepaid expenses and other assets . : D 21 14
Total assets : . $ 32,772 . $ 21,731
Liabilities and stockholders’ equity - . ) ' h
Accrued interest payable on subordinated debt . $ 1el § -
Other liabilities “ - 21 19
Total liabilities \ C - 182 19
Subordinated debt ‘ 9,928 ~ ;-
Stockholders’ equity . BV
‘Common stock ‘ T , . 30 - ; . 30
Additional paid-in capital - 25,152 25,132
~ . Retained earnings \ ", (2,520) : (3,450)
Total stockholders’ equity ' C22,662 0 T 7 21,712
Total liabilities and stockholders’ equity .. $32772 , . 321,731
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Parent Company — Only Condensed Statements of Operétidns

September 30, 2002 2001
' {(in thousands)
Interest income oo $ 18 $23
Other income ' - -
Total interest income 18 23
Interest expense 341 -
Total interest expense 341 -
. Net interest income (323) 23
Noninterest income .

Gain (loss) on sale of investment securities -0 (98)
Other operating income 10 ‘ ' -
Total noninterest income 10 (98)

Noninterest expense = . v

Other operating expense 109 116
Total noninterest expense 109 116
Loss before iricome from subsidiaries . {422) " C (191
Equity in income (loss) from subsidiaries™ 1,352 > (331)
Net income (loss) - A $ 930 : $(522)
Parent Company - Only Condensed Statements of Cash Flows ' , :

2002 . 2001

September 30, SN

Cash flows from operating activities: .

(in thousands)

7

Net income (loss) $ 930 $(522)
‘Adjustments to reconcile net loss to net cash (used m) provided
by operating activities
(Income) loss from subsidiaries ~ (1,352) 331,
Increase in assets , (6)/ -
Increase in other liabilities 162 22
Net cash used in operating activities (266) (169)
Cash flows from investing activities: N
Loan originations in excess of repayments (125) 53
Proceeds from sale of investment securities - - . 363
- Proceeds from repayments of investment securmes - -
Investment in sub51d1ary , (8,298) (229
‘Net cash used in investing activities (8,423) 191
‘Cash flows from finaricing activities:
Issuance of common shares - -
Capital contributions ' 20 -
Stock options exercised ’ 9,928 -
Net cash provided by financing activities 9,948 -
Net increase in cash and cash equivalents 1,259 22
Cash and cash equivalents at beginning of period . 68 46
Cash-and cash equivalents at end of period - $ 1,327 $ 68

" 53
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PRODUCTS & SERVICES o

Personal Accounts / " Small Business Loans

@  No Cost Checking : o -Revolving Lines of Credit

e Interest Checking . ‘. ~o  Equipment Financing

s Premier Checking ' ! o Loans for Permanent Workin g Capltal

e - Money Market Savings Account . o SBA Lending

e  Premier Money Fund ; /

o  Certificates.of Deposit ; , Mortgage Lem«ﬂum

s 24 Hour ATM Access o Fixed Rate Loans S .

e _ Savings Accounts o  Adjustable Rate Loans

e  Individual Retirement Accounts (IRAS) o  Balloon Loans

e  Visa Check Cards o First Time Home Buyer Loans

o | Credit Cards - : o FHA, VA Loans and VHDA

e  Safe Depo\sit Boxes (in selected branches) o No Documentation Loans

e 24 Hour Access Line \ o  Jumbo Loans

s  On Line Banking . ‘ ) .

e  Bill Payment v _ Commercial Rea] Estate Loans *
o  QOverdraft Credit Protectlon : . @ Acquisition / Development Loans
Business Accounts , ' o Construction Loans, Permanent Loans and
®  Small Business Checking - Combination Construc;ion/Permanent Loans
e  Business Analysis Account - , o Fixed Rate Loans

e  Business Interest Checking ©  Adjustable Rate Loans

e Business Savings . . . o Balloon Loans

e  Business Credit Cards b o - Flexible Amortization Perlods on Adjustable and
e Money Market Investment Account Balloon Loans

e  Escrow Management Account 7 o,

e  Merchant Services i Construction Loans

e  Commercial Investment °© Individuals

o  Zero Balance Checking © Builders

e  Night Depository - ’ . ' o Project Developers

¢ Lock Box Services ’ ' ’

e  Cash Management . \

o  ACH Origination . ' o ; ,

e  Courier Service v , ‘

Consumer Loans

Personal Lines of Credit
Home Equity Lines -
Home Equity Loans ,

Home Improvement Loans
Personal Loans '
Automobile Loans

@ © © e @ 6
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- Patricia E. Gallagher R

lBﬁank Locations

. Virginia

Administrative Office
10700 Parkridgé Boulevard ‘
Reston, VA 20191 /

- {703) 391-1300

Branch Offices - ~

250 N. Glebe Road

Arlington, VA 22203

(703) 276-2600

Peter Ford

Assistant Vice President, Branch Manager

1 South Royal Avenue

Front Royal, VA 22630

(540) 631-1185.

Stewart M. Brown, Jr.

Assistant Vice Pres1dent Branch Manager

9484 Congress Street

New Market, VA 22844

(540) 740-3898

Sandra C. Turner

Assistant Vice President, Branch Manager

43086 Peacock Market Plaza

South Riding, VA 20152

(703) 327-1700

Elizabeth L. Davila

Assistant Vice President, Branch Manager

46901 Cedar Lakes Plaza

“Sterling, VA 20164

(703) 421-6900
Dolores M. Zimmerman
Assistant Vice President, Branch Manager

2147 Valley Avenue

Winchester VA 22601

(540) 662-6900 L
David T. Testa

Assistant Vice President, Branch Manager

~

Maryland
11834 Rockville Pike

‘Rockville, MD 20852

(301) 881-1500
Napoleon D. Valeriano II
Assistant Vzce President, Branch Manager'

8070 Ritchie Highway

Pasadena, MD 21122 . -

(410) 768-5300

Assistant Vice President, Branch Manager

District of Columbia

1025 Connecticut Avenue, N.W. s
1* Floor -
Washington, D.C. 20036

(202) 296-5588

- Karmen Mangasarian

Assistant Vice President, Branch Manager
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Subsidiary -
Greater Atlantic Mortgage Corp.
8230 Old Courthouse Road -
- Vienna, VA 22182
(703) 917-8300

Other Information ~
Internet WEB Address

“ www.gab.com - .

Corporate Headquarters
10700 Parkridge Boulevard, Suite P50 {
Reston, VA 20191 ‘

Greater Atlan/tic Financial Corp.’s periodic reports, including the
Company’s form 10-KSB filed with the Securities and Exchange
Commission are available without charge to stockholders and other
interested parties. To request those publications, or if you have .
questions about Greater Atlannc Financial .Corp., you are invited to
contact:

David' IE Ritter

Greater Atlantic Financial Corp. N
10700 Parkridge Boulevard, Suite P50 -
Reston, VA 20191 .

(703) 390-0344 o \

Transfer Agent and Registrar

American Stock Transfer & Trust Company ‘ N
59 Maiden Lane ) ‘
“New York, NY 10038

© www.amstock.com

.Communications concerning changes of address, lost certificate and
transfer requests should be directed to the transfer agent.
' }
General Counsel
- George W. Murphy, Jr., Esq.
Muldoon Murphy and Faucette, LLP .
5101 Wisconsin Avenue, N.W.
Washington, D.C. 20016

Independent Auditors -

BDO Seidman, LLP

7101 Wisconsin Avenue, Suite 900
Bethesda, MD 20814

Stock Data
The common stock of Greater Atlarmc Financial Corp. commenced -
trading on NASDAQ's National Market under the symbol “GAFC” on
June 25, 1999. At September 30, 2002 the company had
approximately 457 stockholders of record and 3,012,434 outstandlng
shares of common stock. The Company's common stock 'had a closing
price of $6.05 per-share at September 30, 2002. During the year ended
September 30, 2002, the stock traded at a high price of $6.70 and a
‘low price of $5.10. The Company has not pa1d a dividend on its
common stock. .
Annual Meeﬁnng
The annual meéting of stockholders of Greater Atlantic Flnancxal
Corp. will be held on Wednesday, April 9, 2003, at 10:00 a.m. at the
Holiday Inn Tysons Corner, 1960 Chain Bridge Road, -
. McLean, Virginia 22102,
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